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EXPEDIENTS OR CURE ? 


BANK RATE TAKES THE LEAD 
QUESTION-MARKS OVER THE BUDGET 
FIGHT TO SAVE STERLING 


AUSTRALIA AFTER THE CUTS 


By Professor Trevor Swan 



















BACKGROUND TO FRENCH CRISIS 





‘““SUSPENDING” THE T.D.R.s 


BELGIUM FEARS A SLUMP 


PROSPECT FOR WELSH INDUSTRY 


i| HUDDERSFIELD 
i BUILDING SOCIETY 



















Investments 





Mortgages 









HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 


























THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 











Branches throughout Scotland 








London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 
West End Branch:— 198 PICCADILLY, W.I 
Affiliated to Barclays Bank Limited. 











THE RELIANCE BANK £7 f- 
fifty years 


has facilitated 
the financial business of 


THE SALVATION ARMY 


111 QUEEN VICTORIA ST. 
LONDON 














BRADBURY, WILKINSON & CO., LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 











HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 








TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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Photograph shows work in progress on the Superstructure to the Uskmouth Generating Station 
near Newport, Mon., for the British Electricity Authority (South Wales Division). 


Consulting Civil Engineers : Messrs. L. G. Mouchel & Partners, 36-38 Victoria Street, London, S.W.1 


“GOOD WORK IS THE BEST RECOMMENDATION ” 


Pe SEMEN Sey, 
3 loa 
“ere tes 


OTHER CONTRACTS completed and in hand include * Ordnance Works * Power Stations 

*Aerodromes °* Factories °* Roads * Bridges ° Services °* Docks ®° jetties * Wharves 

* Housing Sites ° Office Blocks * Underground Storage Tanks ° Tunnels  * Sea Defence 
; Works ° Government and Municipal Buildings 


1 JOHN MORGAN piittes)it 


Head Office: NORTHUMBERLAND LODGE, CATHEDRAL ROAD, CARDIFF. Telephone: CARDIFF 23681 (6 lines) 
Telephone: Sloane 0384, 30 Exchange Street, East 


and at 127 Terminal House, Grosvenor Gardens, London, S.W.1 
Liverpool 3 Telephone: Central 8252, 100-102 Union Street, Plymouth Telephone: 4096-7 
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| 
(Incorporated in 
BANK (2%: 
Limited Liability) 


FOUNDED 1863 








CAPITAL - £10,000,000 
PAID-UP - £5,000,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
NEAR EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS, JORDAN and ISRAEL. 











The Bank of N. T. Butterfield Affiliated Institution in Syria and 
Lebanon: BANQUE DE SYRIE ET DU 
and Son, Lid. ada 

B E R M U D A LONDON 20/22, Abchurch Lane, E.C.4 
Established 1858 MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer 

k ° 
ee MARSEILLES 38, Rue St. Ferreol 
Correspondents of principal English and CASABLANCA 1, Place Ed. Doutte 

Scottish Banks ISTANBUL 
































Habib Bank Ltd. 


Established 1941 


Head Office : KARACHI (PAKISTAN) 


Authorised Capital .. - ” .. Pak Rs. 20,000,000 
Issued and Subscribed - dig .. Pak Rs. 10,000,000 
Paid-up Capital © st a .. Pak Rs. 10,000,000 
Reserve Funds - = re .. Pak Rs. 10,000,000 
Deposits as on 31-12-1951 .. . .. Pak Rs. 438,200,000 


In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Ltd., with 45 branches 
spread over West and East Pakistan, can prove to be most helpful and you are invited to use our services. 

The Bank is fully competent to handle all foreign exchange business, including opening and advising of commercial 
letters of credit, collection of documentary bills, remittances, etc. 





FOREIGN BRANCHES: Bombay, Calcutta and Colombo 


Correspondents and Agents at all important cities of the world 





































At Easter time our thoughts turn to the 
planning of holidays. ‘Then is the time to 
remember the help which the country-wide 
organisation of the Midland Bank can provide. 
It is, for example, often convenient to give 
the Bank a Standing Order for the payment 
of such regularly recurring items as rent, 
insurance premiums and _= subscriptions. 
Full details of this and other services will 


be supplied at any branch of the Bank. 


MIDLAND BANK 


OVER 2,100 BRANCHES 
TO SERVE YOU 














Occupies fl 
space 1x 3’6 


Counts and sorts 


£1200 worth of 


mixed silver in 


ONE hour /\0 
a 
This reliable I.C.C. 


machine effects with , 
incredible speed the exact : 
counting of mixed silver; saves your 
organisation time and money. 

Counts £1200 an hour in bulk, 

or £950 per hour in bags . £5. 

Denominations of 6d, 1/-, 

2/6d, and 1d. and 4d. 

Can be used to count only. 

Totals accurately recorded. 

Electrically operated. 

Automatic feed. 

Can be operated easily by a junior. 


Ce Type B/4 MIXED SILVER 


COUNTING & SORTING MACHINE 





International Coin Counting Machine Co. Ltd. 
Alexandra Road, Enfield, Middlesex 
Phone: Howard 1886 


Makers of letter-opening, envelope- 
sealing, coin-counting and _ token- 
counting machines. 


B.1.F. OLYMPIA — STAND No. F45 














HAVE SOMETHING 











New Interest Rate 


enhances value oj this 
SAFE INVESTMENT 


There is no sounder investment for capital and 
savings than the shares of the Co-operative Per- 
manent Building Society. Interest on personal share 
investments is :— 


a 4° 
a, 2” 


per annum, with Income Tax paid by the Society. 
This is equivalent to £4. 15. 3d. per cent to the 
investor liable to tax at the rate of 9/6d. in the pound. 











TOTAL ASSETS £66,000,000 
RESERVE FUNDS £3,000,000 


Established 1884 


CO-OPERATIVE 
PERMANENT 


UILDING SOCIETY 


New Oxford House, London, W.C.| 
Telephone: HOLborn 2302 


City Offices: 163, Moorgate, E.C.2. 
Telephone : MONarch 3556/7 


900 Branches and Agencies 











BEHIND YOU 











PACKAGING FOR THE MARKETS OF 


THE WORLD... 








\ ALES has always had an important 
place in the packaging industry, for it 
provides Britain and many countries over- 
seas with the packaging materials for which 
there are no satisfactory substitutes—tinplate 
and aluminium. 
At Neath, too, The Metal Box Company 
has recently completed extensive additions 
to its can component factory. Here much 
of the raw materials it uses begin their 
conversion into packages destined to carry 
British products to the markets of the world. 
As well as metal containers, Metal Box 
manufactures composite containers, caps 
and closures, folding cartons, card and 
metal showcards and printed labels. 






































THE METAL BOX COMPANY, LTD., THE LANGHAM, PORTLAND PLACE. LONDON, W.1. 
Neath Branch: Canal Side, Neath. 


A distinguished name in British Packaging. 


























~ BRITISH COATED BOARD AND 
PAPER MILLS LTD 


Specialists in the production of High Quality Papers and Boards 


SUPERFINE ART . DUPLEX ART . ART BOARDS . STANDARD ART 
BOX ENAMEL . PRINTING ENAMELS . CHROMOS . SURFACE PAPERS 
FLINT PAPERS . FANCY BOX PAPERS . LAMINATED BOARDS 
COATED BOX BOARDS . LEATHERETTE PAPERS . CIGARETTE CARD 
BOARDS... V.P.[. PAPERS (Anti Rust) . WAXED PAPERS AND BOARDS 








The Application of any coating to paper can be undertaken 
in our Mills. Experienced technical staff are available 
for consultation 
Mi l / S 
TREFOREST , GLAMORGANSHIRE 
Telephone: Taffs Wells 356;7 Telegrams: Cotedart Pontypridd 
London Sales Office 

| HYDE PARK PLACE ‘ LONDON ; W 2 


Telephone: PA Ddington 2468/9 Telegrams: Cotedart Paddington 


Birmingham Sales Office 
32 PARADISE STREET ‘ BIRMINGHAM . ! 


Telephone: Birmingham Midland 4122 
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a Ban king Established for over a century, THE 
NATIONAL BANK offers a Banking Service 
° complete in every respect. Home Safes 
Se VOI*C C are available in connection with the Bank’s 
Thrift Deposit Scheme for Small Savings 
and specially organised departments are 
maintained for INCOME TAX and EXECUTOR & TRUSTEE 


business. 















BRANCHES IN SOUTH WALES 
CARDIFF: 3/4, HIGH STREET. SWANSEA : 89, WIND STREET. 
CARDIFF DOCKS : 125, BUTE STREET. | NEWPORT : 32, COMMERCIAL STREET. 
ROATH : 6/8, ALBANY ROAD, CARDIFF. 












Also 1m LONDON, BRISTOL, LIVERPOOL, MANCHESTER, SALFORD, etc. 
The and THROUGHOUT IRELAND. 


NATIONAL BANK 


ESTABLISHED 1835 
(Member of the London Bankers’ Clearing House). 


HEAD OFFICE: 13-17, OLD BROAD STREET, LONDON, E.C.2. 


Agents and Correspondents throughout the World 
CAPITAL £7, 500, 000 











. OILAULIC? PRODUCTS 






The complete range of ‘ Oilaulic ’ Pro- 
ducts includes vertical gap and double- 
sided presses from two to five hundred 
tons capacity. Illustrated is a new | 
addition to this versatile range—the or ees “ 


six ton bench press. 








MILLS MINING PRODUCTS 


A range of compressed air, steam 
and electric haulages, backed by an 
efficient spares service. Hydraulic 
presses designed especially for use 
in mines are also manufactured. 
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JON MILLS . & CO. (LLANIDLOES) LTD. 


Railway Foundry, Llanidloes, Mont. 
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Ss. M. ACID BLACK 


and BASIC GALVANISED 
DEEP | FLAT, 


stamping CURVES 
AND 


STEEL CORRUGATED 
BARS and STEEL 


BILLETS SHEETS 





yt 


THE LLANELLY STEEL CO. (1907) LTD. 


LLANELLY 
Telegrams : ‘Dur, Llanelly.’ Telephone: Llanelly 697 
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IT BEGAN WITH 
THE CRUSADES 


We take some pride in our long history but the 
business in which we are engaged is older than 
we are. Eastern banking began in the 12th 
century when the Knights Templar, protecting the 
lines of communication which sustained the 
Crusades, devised a mechanism for exchanging 
currencies and transferring goods between 
Western Europe and the Asian Continent. This 
primitive but highly efficient banking service 
made possible a rapid expansion of the trade 
between the Eastern and Western worlds—a 
traffic which has been fittingly described as the 
foundation of all commerce. 

Nowadays travellers along the Asian trade routes 


and merchants and manufacturers engaged in 


the Eastern trade entrust their banking 


transactions to :— 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 
(Incorporated by Royal Charter, 1853) 

Head Office: 38 Bishopsgate, London, E.C.2. 

West End (London) Branch: 
28 Charles II Street, London, S.W.1. 


_ Manchester Branch: 52 Mosley Street, Manchester,2. 





Liverpool Branch: 27 Derby House, Liverpool, 2. 
New York Agency: 65 Broadway, New York, 6. 


Branches of the Bank, under British manage- 
ment directed from London, are established at 


' most centres of commercial importance through- 


out Southern and South-Eastern Asia and 
the Far East. 


















































FACTS ABOUT 





AUSTRALIA 





8,000,000 


POPULATION 


During the last four years, Australia’s population has 
increased by 63% with a consequent expansion of 
primary and secondary industries. To prospective 
settlers and to companies which wish to establish 
themselves in Australia the Bank of New South Wales 


can give helpful advice. 


Ask your bankers to consult and use :— 


BANK OF 
NEW SOUTH WALES 


ESTABLISHED /817. HEAD OFFICE: SYDNEY, AUSTRALIA 
London Offices: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.| 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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‘KODAK’ and 
‘RECORDAK’ 
| are registered 
trade-marks 








a protection for you and your clients 


. when correspondence is safely stored away and 16 mm. 
microfilm facsimiles are at your fingertips for reference 
purposes. 

With the ‘Recordak’ Desk Model, 3,000 letters (or similar 
size documents) can be photographed on one roll of 
microfilm. When processed, these film records can be 
projected on the same unit and viewed as easily as the 
originals. They can be stored in a cabinet taking up 99°,, 
less space than the original bulky files. 

Your staff can easily operate the 
simple controls of the compact 
‘Recordak* Desk Model, and they 
will appreciate this convenient time- 
and-labour saving method of filing 
and referring to correspondence. 


RECORDAK DIVISION OF 


KODAK 


LIMITED 


Adelaide House, London Bridge, 
London, E.C.4 
Tel : MANsion House 9936 
and at 11, Peter Street, Manchester, 2 
Tel : Blackfriars 8918 








































MOTORISTS— 


This Gold Zeal on the sidewalls of 
the latest Dunlop car tyres is 
the symbol of 
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@ Stronger and more flexible cas- @ Deep-pattern tread giving non- 
ing for greatest durability and skid efficiency right to the end. 


maximum riding comfort. @ Silent running throughout its 
@ Compounds which provide iene life. . . 


highest resistance to abrasion 
and wear. @ Non-Static properties for im- 


@ Patented Dunlop tread with proved radio reception. 


thousands of ‘teeth’ to bite the 
worlds 


/ DUNLOP*-- 


2H 'tt3 
























Seventy Years’ 
~6~S$tability 





INCE its incorporation in 1882, the Church of 
England Building Society has maintained its 
stability unshaken. It has been entrusted with 
the funds of many thousands of investors and de- 
positors. Today, with an increased rate of Share 
Interest, it affords an advantageous medium for the 
prudent investor who seeks, above all, security of 
capital, yet desires a reasonable and consistent return. 
Interest payable half-yearly on 3lst May and 30th 


November. 
ASSETS EXCEED £7,000,000 - RESERVES £365,000 
Share Interest 23% Deposit Interest 1?% 


INCOME TAX PAID BY THE SOCIETY 
Individual investments are invited in sums of 
£25 to a maximum of £5,000. 

Write to the Secretary for investment booklet 
and balance shect ** B.8.” 


CHURCH OF ENGLAND 
BUILDING SOCIETY 


Investment Dept. 


6 & 7, NEW BRIDGE ST., LONDON, E.C.4. TEL.: CENtral 8455 


DIRECTORATE: 
CHAIRMAN: 
J. GORDON ELSWORTHY, F.R.LC.S., F.A.D., F.R.SAN.D. 
DEPUTY CHAIRMAN: 
S. VVYVIAN HICKS, P.P.R.I.C.S., F.A.T. 
CHARLES GEEN. 
H. E. GILLETT, F.R.I.CS., F.A.1., M.R.SAN.L 
H. PEARCE GOULD, 
ELLIOTT W. JACKSON, L.R.I.B.A. 
GEOFFREY G. ROGERS, T.D., F.R.LC.S., F.A.1. 


Secretary: WILLIAM COOK, F.B.S. Assist. Secretary: JAMES GROVES, F.B.S. 



















































THE BRITISH INDUSTIIES FATE 




















































































































Exhibitors and visitors to the Fair are cordially invited 
to make use of the complete banking service provided there by 
Barclays Bank. The staff at our stands given below will be 


pleased to help you in any way possible. 


BARCLAYS BANK LIMITED 





LONDON : Olympia, Stand A.6. Earls Court, Stand S.23 | 
BIRMINGHAM: Castle Bromwich. Outdoor Stand 1105/1004 | 
































Manufacturers of 


Steel Sheets 
Black and Galvanised 
Corrugated and Plain 
Blackplate and Tinplate 
Iron . Steel . Brass 
Phosphor Bronze Castings 
Sheet and Tinplate Bars 
Billets 
Basic Slag 
Doloma 











PARTRIDGE JONES & 
JOHN PATON LIMITED 


Tel. No. Pontypool /31/-132 














PONTYPOOL, Mon. 





‘They need 


MORE 






No amount of welfare legislation can ever completely 
solve the problem of children hurt by ill-treatment 
or neglect. There must be an independent, experi- 
enced organisation whose trained workers can protect 
those who cannot defend themselves—and who give 
the patient advice and assistance so often needed 
to rebuild the family life. The National Society for 
the prevention of Cruelty to Children depends on 
voluntary contributions to continue this work. No 
Surer way could be found of helping the helpless, 
and bringing happiness to those who need it most. 


remember them when advising on wills and bequests 
N-°-S*P*€+€ 
s * a e 
A A 
INCORPORATED BY ROYAL CHARTER 


Information gladly supplied on application to the Director, N.S.P.C.C., 
2 Victory House, Leicester Square, London WC2. Phone Gerrard 2774 





por sterling guality— 
Goottish Widows of COUT. 








THE HALL MARK OF 


STERLING QUALITY ; 
iN MUTUAL Head Office: 9, St. Andrew Square, Edinburgh, 2 | 
LIFE ASSURANCE London Offices: 28, Cornhill, E.C.3. 17, Waterloo Place, S.W.! | 


SCOTTISH WIDOWS’ FUND 














TO BANK MANAGERS 


Please consult us—we have been established 
since 1772 — regarding your customers’ 
JEWELLERY, SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON, LTD. 


BY dalton to tt 556 and 7 King Street, Tel.: WHitehall 5275 


Medallists to His Late 


Majesty King George VI St. James’s, LONDON, S.W.r 4 lines 

















































TTYL, Wan 
PTT) 


Tisevegeeeens i 


a 


M— 





. 
’ 
‘ 


pau ; 


| Ta es a aD 
y il 4m Te) asi : 








¥ 
\ 


\ \\ \ . ae 
Ar AQ 
\ ¥ \ AN 


\ 





VAN ASSAN AV SAA 













































































Chairinan 





Vice-Chairmen 
R. A. Wilson Harald Peake Sir Jeremy Raisman, G.C.1.E., K.C.S.L 
| Chief General Manager Deputy Chief General Managers 
| A. H. Ensor R. G. Smerdon, M.c. E. J. Hill 


8 6©f CUA 


R. T. Fagan, D.F.c. F. O. Faull 


LLOYDS 














The Rt. Hon. Lord Balfour of Burleigh, p.c.L., D.L. 


Joint General Managers 


A. J. Faux 


BANK 


LONDON, E.C.3 


LIMITED 


HEAD OFFICE: 71, LOMBARD STREET, 














G. Y. Hinwood 
























THE 
INSURANCE COMPANY LIMITED 
MARINE -: FIRE + ACCIDENT 


Head Office: 
70-72 KING WILLIAM STREET, LONDON, E.C.4 
Marine Office: 

10-11 LIME STREET, LONDON, E.C.3 


Telephone: MANSION HOUSE 4567 Cables: STARGRAM, LONDON 
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ESTABLISHED 1780 





BAYERISCHE STAATSBANK 


1 PROMENADESTRASSE, MUNICH 
FOREIGN TRADE BANK 
BRANCHES IN ALL IMPORTANT BAVARIAN TOWNS 





| Tel. : 28361 Teletype—Nr. 063/874 
Cables : ‘‘Staatsbank” 





























$$ _____ 
BANK MELLI IRAN 


(NATIONAL BANK OF IBAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


me gf | A gee” |: a a a Rials 300,000,000 
RESERVE (Banking Department)... ... ... ... Rials 1,210,000,000 
RESERVE (Issue Department) ... ... ... ... Rials 1,000,000,000 


Acting Governor and Chairman of Executive Board: ALI-ASGHAR NASSER 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 
New York Representative: 
One Wall St., New York 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its mumerous 
Branches in Iran deals with every description of banking business. Especial services for all kinds 


of information regarding import, export and trade regulations in force in Iran. 
| ADMINISTERS NATIONAL SAVINGS 

















YOUR CLIENTS 
WILL THANK YOU 


for recommending this 

SPLENDID CAUSE 
to benefit by a 

BEOUEST 


Che Florence Nightingale Hospital 
is neither controlled nor supported 
by the State. It provides medical 
and surgical treatment for ladies of 
limited means and those of the 
professional classes. 
Kindly recommend it to 


sour clients who are 





making their wills. 
There is no more worthy 
or deserving cause. 


Florence 
Nishtingale 
HOSPITAL 


19 Lisson Grove, London, N.W.1 
PADdington 6412 
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Announcing 











WESTERN UNION’S 
latest communications 
invention 


Sends and receives telegrams in two 
minutes by facsimile reproduction. 


Connects you to the main cable office 
at the push of a button. 


Cannot make errors. 


Eliminates delays in coilection and 
delivery. 


Occupies only | sq. ft. on your desk. 


For demonstration telephone Sales 
Manager: LONdon Wall 1234. 


WESTERN UNION 
TELEGRAPH COMPANY 


22 Great Winchester Street 
London, E.C.2 


rw fe 


For Office Systems 
Machines & Equipment 


Mand 





| NEW OXFORD ST., LONDON, W.C.I. 
Phone CHAncery 8888 








































Bombay 
asks for a Credit 


It is a simple matter for the Westminster Bank to establish 
local credits anywhere in the world, for there is no town 
of commercial importance in which it is not represented. 
Equally, the collection of funds due to you from foreign 
buyers presents no difficulties. The comprehensive service 
of information and advice which the Bank provides for 
those who trade abroad is fully described in a_ booklet 
called ‘The Foreign Business Service of the Westminster 


Bank’. We shall be glad to send you a copy on request. 


WESTMINSTER BANK LIMITED 
Forergn Branch Office: 41 Lothbury, London, E.C.2 | 
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HALIFAX | 


THE WORLD'S LARGEST 


BUILDING SOCIETY 


TOTAL ASSETS es ust .. £177,211,675 
SHARE AND DEPOSIT ACCOUNTS £166,636,529 
MORTGAGES .. i “8 .. £138,758,960 
TRUSTEE SECURITIES AND CASH = £37,962,265 
RESERVES “a - - «3 £9,766,809 


Particulars of House purchase and Investing 
can be obtained from any of the Society’s 
104 Branches or 654 Agencies throughout 


the Kingdom. 
HEAD OFFICE - HALIFAX, YORKS 
General Manager - F. BENTLEY, F.C.LS. 


LONDON OFFICE . HALIFAX HOUSE ' STRAND, W.C.2 












































oe LD L £e SMELTING AND REFINING 


Our precious metal smelting and retining service is founded upon 
more than a century of experience and planned development. A gold 
refining capacity in excess of 400,000 oz. weekly is supported by 
methods of sampling and assay that assure the speedy and critically 
accurate assessment of the precious metal contents of any form of 
gold-bearing material. : 


SILVER & Our refineries handle also bullion, ores, con- 
PLATINUM centrates and mining bye-products containing 


silver and the platinum metals. 


Johnson Matthey 


MELTERS AND ASSAYERS TO THE BANK OF ENGLAND 








JOHNSON, MATTHEY & CO., LIMITED 
HATTON GARDEN, LONDON, E.C.| Telephone: HOLborn 6989 



































THE 


BANKER 


THE BANKER 
IS PUBLISHED BY 
THE BANKER LIMITED 


Editorial and Advertisement Offices: 


22 RYDER STREET, ST. JAMES’S 
LONDON, S.W.1. 
Publishing Office : 
72 COLEMAN STREET, 
LONDON, E.C.2. 


Telephone : Monarch 8833 
Telegrams: Bankroy, Ave, London 
Cables : Bankroy, London 


* 


THE SUBSCRIPTION RATES POST 
FREE TO ANY PART OF THE 
WORLD ARE :— 

TWELVE MONTHB....... ft 5 o 
SIX MONTHG...........4.. a 6 


THE EDITOR WILL BE GLAD 
TO RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
TAKEN, HE CANNOT HOLD 
HIMSELF RESPONSIBLE FOR 
ARTICLES SENT HIM 


* 


THE BANKER ts published on 
the First Day of the mouth 


April, 1952 


CONTENTS 


Frontispiece: Lord Harlech, 


NUMBER 315 : 


- 


K.G., G,C.M.G. 


A Banker’s Diary 


Question-marks over the Budget 


Bank Rate Takes the Lead. . 


The Fight to Save Sterling 


Australia after the Import Cuts 


By 7. W. Swan 


sackground to the French Crisis .. 


By Charles R. Hargrove 
Belgium Fears a Slump 

By Gavin Gordon 
‘ Suspending ” the T’.D.R.s 
Prospect for Welsh Industry 


By E. Victor Morgan 


International Banking Review 


Appointments and Retirements 


Banking Statistics 


VOLUME 98 
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THE CASE OF THE VANISHING VARNISH 







A “liquid asset”’ 
— till it disappeared from 
the books! 


HE Paint and Varnish manufacturing 
firm of A. Macnair and Co. Ltd., 
Manchester, was doing well. The volume 
of business had increased many times 
since 1939, and there were no complaints 
from management or factory employees. 
In the office, however, staff using pen 
and ink methods had to put in much 
overtime to get statements out by the 
middle of the following month — there 
just wasn't time to check all items 
accuretely. Sometimes, wrong figures 
were posted from the day book to the 
ledger account; sometimes, items were 
not posted to the ledger at all. The 
auditors, who were called in to make up 
the books at the end of the financial vear 
(usually a six-months job), found that it 


was continually necessary to write off 


discrepancies to balance the books. 
Macnair’s realized the danger of these 
mounting overheads, and they called in 


For expert advice in any field o 





| C2 L. BROW 
BUILDER & DEC 


ro THE BOOKS weren't ready to be made 


| Lo, up till six months after the financial year 
N ended. By then, discrepancies had to be 
written off. ... 

| 


the Burroughs man to investigate and 
offer expert advice. He suggested slight 
adjustments to Macnair’s existing system 
and recommended a Burroughs Book- 
keeping Machine as practical for all the 
firm’s needs. 

Result? Although’ production has 
doubled and = premises quadrupled, 
Macnair’s office staff is the same size. 
Statements are now sent out regularly on 
the second working day of each month. 
The audit for the year ending March 31st, 
1951, was completed by April 19th! 


WHAT ABOUT YOU? 
If you are faced with any time-lag in 
obtaining full figures on the state of your 
business, your wisest step is to call in 
Burroughs now. They are experts in inter- 
preting figuring problems in relation to 
the latest systems, for Burroughs make the 
world’s broadest line of Adding, Calcu- 
lating, Accounting, Billing and Statistical 
Machines and Microfilm Equipment. 
Call in Burroughs today. Sales and 
service offices in principal cities round 
the world. Burroughs Adding Machine 
Limited, Avon House, 356-366 Oxford 
Street, London, W.1. 


f business figures... 


cau Iw Burroughs ‘) 
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A Banker’s Diary 





THE fortnight or so since the budget has been a period of mixed reactions to a 
policy of mixed worth. The reaction overseas, to the steep rise in Bank rate 
rather than to the budget as such, was apparently favourable; 

The City the trend of the foreign exchange markets gives some cause for 
and the hope that there has been a significant check to the previous 
Budget = speculative run against the pound, and that this may be of 
considerable help to the gold reserve in the anxious months 

immediately ahead. At home, after a first surge of relief at the Chancellor’s 
unexpected leniency to consumers, a budget that gave away more than it took 
was greeted with more furrowed brows ; and Mr. Butler’s later vague warning 
about the ‘‘ danger of deflation and the possibility of unemployment and 
difficulties in the world in general”’ certainly did nothing to smooth them. 
These separate reactions, and the rationale behind each of them, are analysed 
at length in the first three articles of this issue. It is in them that the rationale 
—or lack of it—of the stock market’s reaction should also be sought. The 
implications for industrials if world demand and incomes do contract are 
obvious. The implications for sterling and, with it, for gilt-edged if domestic 
demand is deliberately sustained, or allowed to increase, while world demand 
is contracting should be obvious too. Such considerations should qualify the 
facile assumptions that if deflation rather than inflation becomes the central 
world problem, then “‘ the next move in Bank rate must be downwards.”’ 
On the first day after Mr. Butler’s speech it was Bank rate, not the budget, 
that clearly set the pace. The short bond market had one of its most violent 
falls ever. Exchequer Stock, 1955, lost 2 27/32 on the day, the 1953 and 1954 
Serial Fundings lost 2 11/16 each, and 23 per cent. Funding, 1956-61, lost 2. 
These adjustments represented a rise in yields of I per cent. or more; on 
Serial Funding, 1954, to quote one example, the redemption yield had risen 
to {3 4s. 7d. per cent. by the end of the day, compared with £2 5s. 2d. per cent. 
the day before and with {1 15s. od. at its issue in November. On the same day 
old Consols fell by 2} points to 58, to give a flat yield of £4 5s. 5d. per cent., 
while the Financial Times index of industrial ordinary shares fell by 3.4 points 
to 109.3, more than 22 per cent. below its peak of 140.4 last June. Part of 
these gilt-edged losses, however, was quickly recovered—following the lead of 
short bonds in their response to the banks’ second thoughts about the new 
rate for call money lent against bond collateral. The industrial market, how- 
ever, still lay under the shadow of the large capital issues believed to be impen- 
ding, of uncertainties generated by overseas import cuts and of the completely 
misdirected Excess Profits Levy. By fixing the standard profit for this levy 
at the 1947-49 average, the Chancellor has favoured the industries that thrived 
in both the flush and the aftermath of Daltonian inflation—many of them 
being precisely those consumer industries that ought to be discouraged now; 
contrariwise, he has placed the most grievous burden on the industries that 
have expanded their activities since the economy first started to move back 
towards the pattern of enterprise needed to face up to the post-war world. 
By the time this issue of THE BANKER went to press, these conflicting emotions 
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had carried the Financial Times industrial share index down to 105.5 and then 
back to 106.9—with the flat yield on Consols at {4 4s. 6d. per cent. 


IT is now evident that the new monetary policy has been exerting its restraining 
effects upon supplies of credit to the private sector of the economy both more 
strongly and more rapidly than had been generally expected. 
Check to This conclusion emerges clearly from the clearing banks’ state- 
Bank ment for February, especially when read in conjunction with 
Advances the quarterly classification of advances compiled at the same 
time. In the five weeks to February 20, clearing bank advances 
rose by only {21 millions, a movement that contrasts with declines of £62 and 
£39 millions in February, 1951, and February, 1950, respectively. Moreover, 
over the whole period of three months since the first increase in Bank rate, 
the net rise amounted to no more than £73 millions, whereas in each of the 
corresponding periods of the two previous years it exceeded {90 millions. It 
should be emphasized, of course, that in both these years credit demands were 
being sharply accentuated by the steep rise in prices, especially of imported 
goods. But even in comparison with 1948-49, when the trend was free from 
any such violent disturbance, the latest figures look very favourable, for the 
increase in that earlier period was £52 millions. 

The behaviour of advances is, however, apt to be somewhat blurred in 
these figures by the fact that they include intra-branch transit items as well 
as advances made outside Great Britain. A more reliable impression can be 
obtained from the quarterly analysis of advances, which excludes all extraneous 
items and extends to the domestic business of all banks that are members of 
the British Bankers’ Association.* On this evidence, the effects of the new 
credit discipline over the same period look even more marked. While total 
advances rose during the quarter by {39.6 millions—easily the smallest move- 
ment for this particular quarter since the classified figures first became available 
in 1946—advances to the Public Utility group alone are shown to have risen 
by £41 millions. The loans to this group, which excludes Transport and now 
accounts for no less than £135 millions, are,-of course, predominantly those 
made to the nationalized electricity and gas industries. 

Hence, if these very heavy public borrowings are excluded from the reckon- 
ing, it will be seen that the banks have actually succeeded in roughly stabilizing 
the aggregate of all their other advances—despite the fact that this is a season 
of heavy demands for credit, and despite the need to make additional loans to 
the expanding iron and steel and engineering industries. These groups secured 
a further £21? millions during the quarter, compared with only £8 millions in 
the similar period of 1950-51. Increased credits were also extended to the textile 
industries (to the extent of £8 millions, after allowing for a dectine of £3 millions 
in advances to the wool category), which suggests that some consideration is 
being shown for the difficulties of these industries in carrying their inflated 
level of stocks; it remains to be seen whether this policy can be sustained 
when the full impact of Australia’s import cuts begins to be felt. The groups 
in which the credit screw has been tightened most evidently in order to release 
finance for these new lendings are retail trade, local authorities, “ other finan- 
cial’ borrowers and the big miscellaneous category of Personal and Profes- 
sional borrowers; the total amount of credit extended to these four categories 


eee 





* The full classification is reproduced on page 234. 
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was reduced during the quarter by no less than {£423 millions, against the 
seasonal trend. The Personal and Professional group, indeed, which at this 
time of the year is normally absorbing substantial additional credit for the 
finance of tax payments, actually declined by nearly £7 millions, the first 
recorded decline at this season. 


THE sharpness of the check to the growth of advances during February naturally 
reinforced the normal seasonal decline in deposits. Net deposits, at £5,696 
millions, dropped by the record amount of £262 millions, com- 

Record pared with declines of £208 millions in 1951 and £246 millions 
Fall in in 1950. This welcome intensification of the seasonal influence 
Deposits can be attributed almost wholly to the restraint exerted by the 
new monetary policy, since the seasonal repayments of Govern- 

mental indebtedness to the banking system (as distinct from the indebtedness 
of tue nationalized industries) were apparently slightly smaller than in the 
previous year. Although {51 millions of the repayments was concentrated 
upon Treasury deposit receipts,* there was naturally a sharp reduction in 


February, Change on 

1952 Month Year 

fm. fm. £m. 
Deposits ‘ ea 7 a 5893.2 — 311.1 — 147.9 
‘““ Net ”’ Deposits * - sa 5696. 3 — 261.9 —- 138.8 

O/ + 

Liquid Assets a ~~ bs 1874.3 (31.8) ~ 827.3 — 495.7 
Cash ; , 492.2 (8.35) — 28.7 - 4.1 
Call Money - - 525.9 (8.9) - 79.3 we 5.2 
Bills sa es i“ — 856.2 (14.5) — 109.3 — 480.4 
Treasury Deposit Receipts .. pa 14.5 (0.2) —- 51.0 — 276.0 
Investments plus Advances .. - 3876.3 (65.8) + 10.4 +- 629.9 
Investments » 4 4 1943.6 (33.0) —- 10.8 + 399.9 
Advances = an i 1932.7 (32.8) + 21.2 230.0 


*After deducting items in course of collection. f Ratio of assets to published deposits. 


money market assets. The total of liquid assets—cash, call money and bills 
—dropped by £217 millions, compared with a decline of £188 millions in 
February, 1951, so that the liquidity ratio fell from 33.7 per cent. to 31.8 per 
cent., its lowest level since the new monetary policy was launched. The 
effect upon the “risk assets’’ ratio was even more marked; it rose from 
62.3 per cent. to 65.8 per cent.—despite a further net reduction of {11 millions 
in the banks’ investment portfolios. 


TuE Council of the Building Societies’ Association has not felt able to allow the 
second increase in Bank rate in four months to pass without response. It has 
recommended that its members should consider raising their 

Building share payments to 2} per cent., their deposit rates to 2 per 
Societies’ cent. and their borrowing rates to 44 per cent. The surprising 
Dilemma _ aspect of this recommendation is not that it has been made 
at all, but that it has been made—and received—so reluctantly. 

The Halifax, for one, has decided to leave both its share rates and its charges 








* The “suspension” of T.D.R.s at the end of February is discussed in a special article on 
page 220. 
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to existing borrowers unchanged for the present, at the previous norms of 2} per 
cent. and 4 per cent. respectively, though it has increased its deposit rate and 
rate for new mortgages to the levels suggested ; although only a minority of 
other societies have so far announced their decisions, many of them also seem 
unwilling to jump all the fences at once—especially that of raising charges to 
existing mortgagors. The fact is that while people outside the movement have 
been making pointed references to Canute, people inside it have not felt their 
feet getting wet. According to recent estimates in the Building Socteties’ Gazette, 
shareholders and depositors invested £99 millions in the movement in 1951 ; 
this was {10 millions less than in 1950, but the shortfall was more than accounted 
for by unfavourable experience early in the year—when the new National 
Savings certificates provided strong competition. Since the summer, funds 
have flowed into the movement in profusion—some of them from other media of 
saving (especially the stock exchange and the big savings bank deposits into 
which the Inland Revenue can now pry), but some also as a result of the down- 
turn in personal spending. The societies that ‘“‘ jumped the gun ”’ earlier this 
year to reach the pattern of rates now suggested must have enjoyed some 
competitive advantage in the last few weeks, but they do not seem to have 
sensibly diminished the flow of funds to their confréres. So long as this situation 
obtains, the traditional unwillingness of the movement to disturb those who 
have borrowed from it must serve to damp down the rise in lending (and with 
it in some borrowing) rates. 

The question is, however, whether this abundance of funds can last. The 
commercial banks’ deposit rate at 2 per cent. must represent a new form of 
competition—even though the banks’ rate is not, of course, income tax free. 
Surtax payers, from the beginning of this month, will no longer enjoy the special 
advantages that they have reaped from building society investment. Some 
building society leaders, however, are still disposed to discount these factors, 
and are anxious to avoid precipitate action. They believed their own interest 
structure to be reasonably in equilibrium before the latest increase in Bank 
rate, and are not yet sure that this increase portends any notable further rise 
in the structure of investment yields as a wholé. These are arguments that seem 
to underrate the importance of the yield changes that have been taking place 
throughout these past three months. 





ONCE again, in February, the European Payments Union paid out more gold 
than it received. This, however, was largely due to a $100 millions loan to 
France, which is now by far the biggest deficit country. In 

Opportunity normal circumstances the French deficit of $128.9 millions 
in should have been met by a gold payment of $112.3 millions; 

E.P.U. the special credit reduced this to $12.3 millions, while 
France's debt to the Union rose from $234.5 millions to 

$351.1 millions. The special credit to France is due to be repaid on June 30 
next, though it may well be funded and taken into account when E.P.U. 
enters its third year on July 1, since the opportunity may then be taken to 
adjust the quotas of individual countries. While France’s position as a debtor 
continued to deteriorate—its February deficit of $128.9 millions compared 
with $102.9 millions for January—the United Kingdom showed a marked 
improvement. In terms of sterling the United Kingdom deficit amounted to 
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{22,315,428, compared with £54,060,000 in January; this deficit was settled 
by a gold payment to the Union of {17,881,071 (making a total of gold payments 
to date of £113,154,643), while the balance of £4,470,357 was added to the 
United Kingdom debit in the books of the Union (carrying this to {217,574,286). 
The latest deficit has carried the United Kingdom's cumulative debit into the 
fifth slice of the quota in which 8o per cent. of any deficit is payable in gold 
and only 20 per cent. is available on credit. The accompanying table shows 
how this cumulative deficit had been financed up to the end of February. It 
should be noted that, if the pendulum were to swing back and Britain 
returned to a creditor position, it would get back gold in the same proportions 
as it has recently been losing it. Thus, to take a purely hypothetical 
example, if the sterling area now ran a £30 millions surplus with Europe, 
it would receive about £235 millions of gold. It would be rash to make any 


BRITAIN’S DEBIT WITH E.P.LU. 


(£000) 

Credit Gold 

Ist. 20%, of quota (all credit) - 7 oa 75,714 - 
2nd. 20%, of quota (50%, credit, 20% gold) .. - 60,571 15,143 
3rd. 20°, of quota (60°, credit, 40% gold) Ks - 45,420 30,285 
4th. 20%, of quota (40%, credit, 60% gold) 7 ea 30,285 45,429 
5th. 20%, of quota* (20%, credit, 80°, gold) .. ms 5.575 22,298 
Total credit received or gold paid Ba - 217,574 113,155 


* (27,875,000 has fallen into this category so far. 


quantitative forecasts, but there is some reason to hope that as a result of 
the import cuts and of speculative covering operations in sterling, some surplus 
should soon be earned. 

The main creditor nations in the February clearing were the Netherlands, 
Belgium and Germany. Belgium had a net surplus of $48.2 millions, of which 
$20 millions was settled in gold under the special arrangements made with 
that country. The Netherlands, with a surplus of $62.4 millions, has now more 
than cleared its previous accumulated debit balance and broken through to 
the stage where it receives payment for half its surplus in gold. Germany still 
had to take the whole of its surplus of $45.9 millions in February as a credit. 


BETWEEN 1949 and 1951 British imports from Latin America rose by £150 
millions, or over 80 per cent.; most of this was due to an increase in import 
prices, for the volume of such imports rose by only 14 per 

Exports to cent. In the same period British exports to Latin America 
South rose by rather under £30 millions, a rise that was wholly 
America accounted for by price increases; the volume of British 
exports to Latin America rose by some I0 per cent. in 1950, 

but it fell again in 1951 to approximately the 1949 level. Since this is one 
of the areas where devaluation should have made British goods more competi- 
tive, this is a very disappointing record. In the drive to expand British exports 
to non-sterling countries in 1952 Latin America must hold an important place. 
In his address at the annual general meeting of the Bank of London and 
South America, Mr. Francis Glyn drew attention to the problems—and the 
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opportunities—presented by this market. In many of these countries, especially 
those in the south of the sub-continent, domestic protectionism has squeézed 
out British consumption goods. Argentina and Brazil, said Mr. Glyn, 
‘have ceased to be large-scale markets for British textiles, and they are 
unlikely in the future—the truth must be faced—to revert to this position ”’, 
The emphasis of any new export drive to Latin America must be on “ indus- 
trial and agricultural machinery, transport equipment, and many other types 
of heavy capital goods, chemicals and fuel’. Geographically, the drive should 
be centred in the rich dollar markets of the north ; Colombia, Venezuela, 
Ecuador, El Salvador, Guatemala and Nicaragua are all reaping rich dividends 
from coffee, cocoa or oil, and in none of these countries, except Colombia, 
is there any exchange control worthy of mention. To make headway here, 
however, Britain must keep its prices competitive with those of a resurgent 
Western Germany and Japan, and it must match its relatively high-cost 
American competitors in such matters as delivery dates, supply of spares, 
servicing and adaptation to the needs of the market. Another direction in 
which improvement should be sought 1s in the invisible account. The Bank of 
London, whose deposits remained remarkably stable at {111.5 millions last 
year but whose net profits (thanks partly to the ploughing in of additional 
capital) rose to £359,871, contributed notably to this end; on all its. profits, 
however, including those frozen by local remittance laws overseas, it fell 
liable to British income tax. 





IT was a sad day for British overseas banking when the Hongkong and Shanghai 
Banking Corporation was compelled to admit that for the time being at least 
it could no longer do business on the mainland of China. The 

Retreat decision to pull out was announced by the Chairman, Sir Arthur 
from Morse, at the recent annual general meeting of the bank in Hong 
China Kong. Sir Arthur explained that trading arrangements with 
China, both as regards imports and exports, were now very largely 

in the hands of Chinese Government departments, and that between 70 and 
75 per cent. of China’s foreign trade was now-being transacted with the Soviet 
Union and the countries of Eastern Europe. Banking, he said, was also coming 
more and more under Government control, and under the Russian pattern. 
Two years ago Sir Arthur Morse had said that his bank did not propose to 
withdraw its offices from China so long as there was some likelihood of their 
being able to do business. Now that likelihood has gone. The Bank's offices 
were withdrawn from Tsingtao and Swatow early in 1951 and since then steps 
have been taken to close the offices at Tientsin and Peking. In Shanghai 
business is at a standstill and there are now only four members of the Bank's 
foreign staff in the vast office that used to house hundreds. There is, however, 
a gleam of hope to be detected in Sir Arthur Morse’s epitaph on this sector of 
the Bank’s immense range of activities. ‘‘ What is at stake in all this turmoil 
and confusion is something that goes far deeper than party dogma or political 
theories; it depends upon the honour, good faith and fundamental character 
of the Chinese people.’ It is evident from this remark that the “ old China 
hands ”’ have not lost faith in the people they knew and served so long and 


so well. 
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Question - marks over the Budget 








shareholders and some unskilled workers—seem likely to feel better off 

this year than they were last. It is not surprising therefore that the first 
reaction tended to be one of rather incredulous relief. As the Chancellor sat 
down, a sea of waving order papers and a storm of delighted cheers behind 
him made it clear that he had saved the morale of the middle classes. It was 
not so clear whether he had saved the pound for 1952—or left Britain with an 
even chance of keeping solvent in 1953. 

There are some big question marks hanging over this budget, and it is 
important—in fairness both to the Chancellor and to his critics—to examine 
them in detail. Mr. Butler was faced with an exercise in economic forecasting 
where the component parts were subject to wider margins of error, and where 
the consequences of failure would be more serious, than in any previous post- 
war year. He has decided that, provided foreign confidence in sterling can be 
restored and provided substantial supplies of plant and machinery can be 
diverted from British industry to the export market, the drain on the gold 
reserves can be checked and solvency snatched from the fire without imposing 
new burdens on domestic consumers. To restore that confidence and to secure 
that diversion from home investment, he has raised Bank rate from 2} to 4 per 
cent. The effects of this increase are examined in a subsequent article ; here it 
need only be said that monetary policy is now elevated to be the main spearhead 
of Britain’s disinflationary programme—and the sole reserve weapon in hand 
in case that programme goes wrong. Indeed, the big question now is whether 
this policy will be used with the wisdom and courage that the nation’s plight 
demands. 

The budget has thus been left with the subsidiary task of re-distributing 
taxation in order to remove anomalies from the body fiscal and to provide more 
incentive to work. Three main questions immediately present themselves. 
First, was this adequate ? Secondly, was the re-distribution effected in all 
cases wise and just ? Thirdly, has this approach merely made life easier by 
putting off until to-morrow what could less painfully have been borne to-day? 


A: a result of Mr. Butler’s budget most people in Britain—except ordinary 


ARITHMETIC OF THE GAP 


The critical assumption behind Mr. Butler’s budget was that the Govern- 
ment’s decision to allow the British economy to live on capital this year had 
relieved him of the need to cut consumer demand. This assumption was unex- 
pected. Most observers—including THE BANKER in its leading article last 
month—had estimated that he would have to cut demand by £150 millions or 
more. Mr. Butler’s arithmetic is set down in Table I, from which the essential 
difference between the Chancellor’s prescription and these earlier predictions 
immediately leaps to the eye. The Chancellor estimates that the improvement 
that needs to be effected in Britain’s external account this year is between 
£550 and £600 millions, after having raised his sights to aim at a balance with 
the non-sterling area in the second half of the year (after taking credit for 
external aid). To most unofficial observers it had appeared that the gap to 
be bridged would be at least £750 millions, even on the previous official assump- 
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tion that a deficit of £100 millions with the non-sterling area would have to 
be borne. 

Fortunately, this main difference reflects information that was not pre- 
riously available to the public, not flabbiness in the Government's approach. 
THE BANKER’s estimate of the gap the Government intended to fill was based 
partly on a fairly accurate estimate of the annual rate of deficit in the second 
half of 1951 (Ww hich now turns out to have been £788 millions) and partly on the 
Government’s announced intention to cut £500 millions from overseas expen- 
diture and to divert £220 to £270 millions of capital equipment and durable 
consumer goods from the domestic to the export markets in a year. It now 
transpires, however, that the deficit in the second half of last year was unduly 
inflated by exceptional stockpiling activity ; in view of this, Mr. Butler seems 
justified in taking the £550 to £600 millions deficit in the fiscal year 1951-52 asa 
measure of the external gap to be bridged. It also transpires that the £500 
millions of cuts in overseas expenditure announced in November and January 
(together with the {100 millions of new import cuts announced last month) 


TABLE I 
ARITHMETIC OF THE GAP 
(£ millions in 1951-52 prices) 





SOURCES OF STRAIN SOURCES OF RELIEF 
External Deficit ey ..  550—600 Additional Production : 250 
Bridged by: Economies in Government. Civil 
Improvement in Invisibles Expenditure és »» 50 
and Terms of Trade .. (200—250) Cuts in Home Inv estme ma “2s os Tee 
Cuts in Imports : 
From Stocks io - (150) 
Current Supplies ga 150 
Increase in Exports va 50 





Bridging of Deficit from Cur- 





rent Supplies 200 
Increases in Defence E xpendi- 

care .. i“ ‘ ‘« 200 
Displacement of Resources .. 400 Increase in or Release of Resources .. 400 


Note : Figures in parentheses are factors that do not displace current resources. 


represent reductions below some previously unrevealed (and obviously exces- 
sive) programme, not below actual expenditure in 1951 ; when measured 
against the latter, even the {600 millions cut equates only to a reduction in 
imports of £300 millions (at 1951-52 prices). Moreover, in January, when the 
Government announced its plans to divert between £220 and £270 millions of 
metal goods to export markets, it was not then apparent that Britain would 
have to accept a substantial cut in exports of consumer goods in the face of 
flagging overseas demand ; after allowing for this, the net increase in exports 
hoped for in 1952-53 is only £50 millions (again at 1951-52 prices). The Govern- 
ment believes that this diversion of {50 millions to exports plus half of the £300 
millions cut in imports represent the only strain on current resources that 
the bridging of the external deficit need cause—the rest of the needed improve- 
ment is provided by a £150 millions decline in stocks of imported goods and 
an assumed {200 to £250 millions recovery in the invisible balance and the 


terms of trade. 
When it is accepted—as it now reasonably can be—that the minimum 














LO 


QUESTION-MARKS OVER THE BUDGET 185 








external task for 1952-53 is that of jumping over a balance of payments chasm 
of £550 millions to £600 millions instead of one of £750 millions or more, a budget 
that seeks to impose no new strains on consumers becomes more easy to excuse. 
The Government’s assumptions, as Table I shows, are that the {200 millions 
call on resources to meet the needs of the foreign balance and the {200 mil- 
lions increase in defence expenditure (in terms of 1951-52 prices) should be 
neatly met by a {250 millions increase in production, a £50 millions decline 
in Government civil expenditure and a £100 millions decline in home invest- 
ment. This, then, is the blueprint for solvency without tears—without tears, 
that is, provided the estimates are right. 


WILL CONSUMPTION BE KEPT IN CHECK ? 

Unfortunately, the margins of error in all forecasts of this kind are inevit- 
ably large, and it is important that Chancellors should tend to overestimate 
their task rather than underestimate it; any undue pressure can be much 
more quickly relaxed than an insufficient pressure can be tightened. Mr. 
Butler’s forecasts therefore require close scrutiny. 

First, he reckons upon, yet cannot confidently forecast, a gain of {250 
millions from productivity, which is the most optimistic estimate that any 
outside observer has dared suggest ; since last month the prospects for an 
increasing (in fact almost an abundant) supply of steel later this year have 
improved, but Mr. Gaitskell’s unhappy experience in this field of forecasting 
last year should surely have dictated caution now. Secondly, Mr. Butler has 
counted on {200-250 millions of relief this year from an improvement in the 
invisible balance and in the terms of trade ; since the decline in the invisible 
surplus in the second half of last year (chiefly because of the exceptional, and 
partly temporary, commitments necessitated by the Abadan fiasco) was 
unexpectedly severe, the Chancellor's hope may be more plausible than it 
looks at first glance ; but this is the sort of contingent gain that a prudent man 
might have treated as a hidden reserve. On the other hand, Mr. Butler’s 
estimate of a decline of only £250 millions in investment outlays (including the 
running down of £150 millions of stocks of imported goods) is less than had 
been generally expected; it may be that he hopes for some hidden reserve here. 

Given the decision to live on capital, therefore, it is impossible to prove that 
a budget that aims at leaving consumption unchanged is 7pso facto inadequate. 
There is a serious doubt, however, whether this budget will leave consumption 
unchanged. In this field Mr. Butler’s defences were undocumented and un- 
precise. He asserted baldly that retail prices should rise by £400 millions (or 
about 4 per cent.) this year and that this would be just about enough to mop up 
the increase that would occur in consumers’ disposable incomes if he left taxa- 
tion and expenditure unchanged ; these assumptions, he added, did not pre- 
suppose “ any great increase ”’ in voluntary saving. It so happens that, whether 
by luck or good judgment, official estimates of future price increases seem, on 
the whole, to have come out remarkably well in recent years—even in the 1951 
planning fiasco. But Mr. Butler’s estimate of increases in disposable incomes 
is a different matter. If production increases by £250 millions, that alone 
should add £150 millions to consumer demand (assuming that an average of 40 
per cent. of income goes in tax). Together with the effect of wage increases 
already granted (say, {200-300 millions gross), this seems to leave a perilously 
small margin for wage demands yet to come. Inaddition it must be remembered 
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that the net effect of the budget proposals is to subtract £27 millions from the 
original prospective surplus, whilst part of the £66 millions yield of the new 
petrol tax will come out of profits (and thus savings) rather than consumption. 


TABLE II 
1951-52 PROVISIONAL OUTTURN AND 1952-53 BUDGET ESTIMATE 
CONVENTIONAL FORM OF AccouUNTs (after 1952-53 taxation changes) 
(% millions ) 
ABOVE THE LINE 






































1951-52 1952-53 | | 1951-52 1952-53 
Pro- | / Pro- | 
Revenue | Esti- visional | Esti- | Expenditure | Esti- | visional | Esti- 
| mate (| Outturn; mate | | mate | Outturn! mate 
Inland Revenue .. cs 2.302 | 2,370 | 2,619 | Interest on Debt oo | 515 | 515 | 540 
Customs and Excise .. | 1,651 1755 | 1,815 | Sinking Funds a4 20 | 27 | 35 
Motor Duties - ea | 62 | 65 | 64 | Northern Ireland ix 4 38 | 39 40 
{| ——__——_ | —_-—-—_ | —}|} Miscellaneous... sea 11 | ll | 10 
TOTAL TAX REVENUE.. | 4,015 | 4,190 4,498 | —— 
| | | TOTAL CONSOLIDATED 
| | | FUND SERVICES .. | 584 | 592 | 625 
| 
Trading Services .. | 9D ao | 12 Supply: Defence (i 1,112 | 1,877 
Broadcast Licences 14 14 CO Db | >. i ade 3,613< 2,323 | 2,180 
Sundry Loans - ses 27 23 | 26 Tax Collection [ 47 | 48 
Miscellaneous (including | | - 
Surplus Stores) cs | 125 | 136 | 110 | TOTAL SUPPLY = 3,613 3,482 | 3,605 
sininciiainisiniasiandest | ———__——- 
Total Revenue .. | 4,236 | 4,440 | 4,661 | Total Expenditure.. | 4,197 | 4,074 | 4,230 
| | | | Surplus - ad 39 366 | 431+ 
| 4,236 | 4,440 | 4,661 | 4,236 4,440 | 4,661 
| | | } 

















BELOW THE LINE f 


























Receipts | Payments 
Interest outside Budget. . 46 47 | 61 | Interest outside Budget | 46 47 | 61 
| | Export Guarantees “4 8 10 I 
Export Guarantees — | | | Post-war Credits sia 17 17 | 17 
Repayments .. es ] 1 | 2 | Excess Profits Tax Re- | 
| funds .. a ca. | 6 6 6 
Housing receipts from | | War Damage .. —— 87 77 | 70 
Votes... - ws 20 | 20 | 21 | Scottish Special Housing 7 7 | 7 
| | | Armed Forces — Housing 14 10 | 13 
Local Authorities — | | Loans to Local Authorities 300 365 | 360 
Repayments... ie 4 11 | 12 | 16 | Loans to Northern Ire- 
| | land Exchequer és — 3 6 
New Towns — | | Loans for New Towns 
Repayments .. ca — | 1 | 1 | Development i 18 15 23 
_ Loans to Film Corporation 2 ! | 
Coal Nationalisation — | Town,and Country Plan- 
Repayments... s« 3 > | > | 4 | ning — 
| Issues to Central Land 
Film Corporation — | | | | Board - $s 12 1 6 
Repayments... - 1 | - | 1 | Coal Nationalisation — 
| | Working Capital, «ec. 7 16 16 
| Raw Cotton Commis- 
| sion — | 
Working Capital cs 40 25 | 14 
| | | | Overseas Resources — | 
| | Colonial Development 16 11 | 11 
Total Receipts ax a 84 87 106 | Total Payments... | 580 611 612 
| | 
Net Sum borrowed or | 
met from Surplus .. | 496 | 524 | 506 | 
|_——— Ss 5 ‘paemmaanerites 
| 580 611 = 612 — | 580 611 | 612 
Total Receipts .. | 4,320 4,527 | 4,767 | Total Payments .. | 4,777 4,685 | 4,842 








* This figure does not take account of the net saving in expenditure resulting from the reduction of food subsidies 
and increased payments of pensions, insurance benefits, family allowances, &c. 

+t Items below the line are :—(1.) Receipts applicable by statute to debt interest which would otherwise be paid 
ae of revenue. (2.) Receipts applicable to debt redemption. (3.) Payments for which the Treasury has power to 
DOTTOW. 


It should be noted here that although the Chancellor forecast only a 4 per 
cent. increase in spendable incomes and prices this year, he expected a 7} per 
cent. rise in tax proceeds at the 1951-52 rates. In fact, he estimated the rise in 
direct taxation at no less than £430 millions, which, after allowing for the loss 
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in other revenue and the increase in ordinary expenditure by {£156 millions, 
would have offered a prospective “* above-line ”’ surplus of £538 millions ; the 
budget proposals reduce this surplus to £511 millions (a figure that differs from 
that shown in the budget accounts because the net saving of {80 millions 
expected from the cut in food subsidies and the increase in social welfare 
payments will not be brought in until supplementary estimates are presented).* 
But the Chancellor's estimate of a comparatively small rise in personal incomes 
shows that the estimated buoyancy of tax receipts this vear is due largely to 
taxes that companies will be paying on last year’s increase in profits—wholly 
representing the 1950-51 appreciation of stocks. Such taxes are, of course, of 
no help to the disinflationary problem at all. Quite apart from the fact that 
{85 millions of expenditure is quietly forgotten in the budget accounts (being 
written off against the entirely fictitious “‘ counterpart fund’’ to American 
aid), the prospective surplus shown this year is therefore an utterly misleading 
indicator of the adequacy—or inadequacy—of the budgetary contribution to 
disinflation. The kindest verdict that can be passed on the charge that this 
budget was excessively lenient is “‘ not proven ’’—yet. 


REDISTRIBUTING THE BURDEN 

The second distinctive feature of the budget is its redistributive effects. The 
Chancellor’s major assumption, that there was no need to fortify the surplus, 
gave him the chance to make a long-needed bid for realism in finance and 
incentives for workers without the risk of incurring too much political odium 
—to make, in short, precisely the kind of scaling-down of both sides of the 
account that should have been attempted in 1950, if not before. The measures 
are now so well known that they need not be discussed in detail here. They are 
summarized in Table III, from which it will be seen that the Chancellor pro- 
vided {80 millions for the direct relief of the needy and {£180 millions for the 
easing of income tax (particularly at the range where it hits skilled men’s over- 
time earnings) by cutting £160 millions from the food subsidies, imposing an 
additional {66 millions in petrol taxation and {10 millions in post office charges, 
and by raiding £27 millions from his surplus ; the cost of these net concessions 
to spenders will rise by £45 millions in 1953-54. The Chancellor’s other mea- 
sures (apart from the Excess Profits Levy) were all designed to remove anoma- 
lies, including the hoariest anomaly of all—the utility scheme ; they will have 
no noticeable effect on revenue or on the inflationary gap. 

There should be no need to reiterate here that the cut in the food subsidies 
will be of great benefit, in its own right, to the standard of living of the British 
people eventually. The distortion that the subsidies have caused in making 
dear things look cheap and cheap things look dear has been a more potent 
cause of recurring economic crisis than is generally realized (unfortunately 
the same is true of the housing subsidies, which the Conservatives still regard 
as a sacred cow). Even in the short run, moreover, the {80 millions of discrimi- 
nate social welfare benefits handed out by this budget should relieve far more 
real distress than the cut in the food subsidies will cause ; it is true that some 
of the family allowances, like all the food subsidies, go to the rich as well as the 





*The prospective above-line surplus of £511 millions is 4145 millions above the realized 
surplus for 1951-52 ; but on the official ‘‘ alternative ’’ classification, which excludes capital items, 
the improvement is only £57 millions, to £660 millions. The accounts ‘‘ overall ’’ are expected to: 
show a surplus of £5 millions, compared with a deficit of £158 millions in 1951-52. 
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TABLE III 


TAX AND EXPENDITURE CHANGES ANNOUNCED IN BUDGET SPEECH 


Revenue 


Income Tax : 

Increase in earned income relief to 2/oths, subject to a 
maximum allowance of tax on #450 

Extension of 2/oths relief to total income not e xceeding 
£250 (even if unearned) . 

Increase in the single allowance to £120, in the married 
allowance to £210 and in the child allowance to £85 

Alteration.of reduced rates of tax to 3s. in the ¢ on the 
first {100 of taxable income, 5s. 6d. on the next £150 
and 7s. 6d. on the next £150 


Excess Profits Levy and Profits Tax : 
Imposition of the Excess Profits Levy at 30 per cent. net. 
Reduction in the rates of Profits Tax to 2} per cent. net 
on undistributed profits and to 173 per cent. net on 
distributed profits. 7 we es as 


Other Inland Revenue : 

Increase in the limits on the amounts which qualify for 
relief from surtax when paid into certain trust funds 
by Lloyd’s underwriters; additional allowances to 
mining concerns operating abroad*; abolition of time 
limit for carry forward of business losses; withdrawal 
of special deduction in respect of tied houses let for 
less than their full value; and reductions in certain 
rates of stamp duties on conveyances of property 
other than stocks and marketable securities .. 


Total Inland Revenue. 
Customs and Excise ¢ : 
Petrol and Oil 
Entertainments Duty 
Motor Vehicle Duties 
Post Office Charges.. 


Total Changes in Revenue 


* The cost of this will be nil in 195 





Estimate for 
1952-53 
{ 
~~ 
— 42,000,000 


250,000 


67,000,000 


71,000,000 


5,000,000 


4,000,000 


- 2,02 yee 





_ . 181,27 5,000 


re = ne ne ee ee ee 


4+- 66,000,000 
aii 500,000 


- 850,000 


+- QO, 635; 000 


- chin 





Estimate for a 
full year 


~ 
5 3,000,000 
~ 1,000,000 


54,000,000 
— 91,000,000 
-+- 200,000,000 


— 100,000,000 


~ 4 090,000 


— 133,000,000 





66,000,000 
~ 250,000 


I, 300,000 


-+ 13,795,000 
5.4+755,000 


—— ee 


2-53, but for future years it is not possible to forecast. 


+ It is estimated that the replacement of the utility exemptions by the system of deductions 
from wholesale value will not substantially affect the total yield of purchase tax, and 
that the effect of the small change in betting duty will be negligible. 


Changes in Expenditure 


Cut in Food Subsidies 


Increase in Family Allowances to 8s. per r week for each child after the first 
Increase in uniform National Insurance benefits to standard of 32s. 6d. a 


week (single person) and 54s. (married couple) 


Increase in War Pensions to standard basic rate of 55s. a w eek 
Industrial Injury Benefits to standard basic rate of 55s. a week 
Increases in other pensions, national assistance and social security benefits 


Total Changes in Expenditure 


¢ After taking account of expected increase of 7} 
national insurance contributions. 
§ Estimates for 1952-53 not yet known, 


but total reduction should 


be £80 


Estimate for a 
full year 
£ 
— 160,000,000 
37,000,000 


= 


+. 10,000,000} 


+- 10,000,000 
+- 3,000,000 
+- 20,000,000 


oon ue 
= 


~ 80,000,000§ 


i 
—___. ----- ——— 


d. a week in employers’ and employees 


millions. 
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poor, but the rich pay most of their allowances back in income tax. The hard- 
est-pressed member of the community, the old age pensioner, can apparently 
expect an increase in income of between 2s. 6d. and 6s. 6d. a week, whereas the 
rise in food prices (including the rise that would have occurred even if the 
subsidies had been maintained) is estimated at an average of Is. 6d. a head. 

The {180 millions of relief in income taxes will be spread across the 
16,000,000 of last year’s income tax payers now in the Inland Revenue’s clutches 
(relieving 2,000,000 of them from tax altogether) ; nearly all of them will be 
better off as a result, despite the reduction in the food subsidies. The main 
class to be hit by the new measures will be the 4,000,000 or so of wage earners 
who did not earn enough to pay income tax even under the old scales. The 
worst case will be that of the married man with one child earning, say, £300 a 
year ; such a man could lose as much as {10 a year from the measures 
announced in the budget (including the projected 73d. a week increase in 
national insurance contributions) if the full cost of the new petrol tax and 
postal charges is passed on directly to the consumer. It should be noted, 
however, that annual wages per wage-earner have risen rather more than {10 
in each year for a long period now ; the lower paid workers have gained more 
than proportionately from these wage increases, and they are likely to continue 
to do so this year. Those who argue that the budget was inequitable on this 
score have therefore a pretty rusted axe to grind. 

If Mr. Butler’s exercise in re-distributing the burden had stopped at this 
point he would have deserved very nearly ten marks out of ten for this aspect 
of his budgeting (with some small reservations about the petrol tax and some 
big ones about the housing subsidies). But, unfortunately, the infant that was 
conceived in a fit of foolish electoral fever five months ago had now to be 
delivered. The new Excess Profits Levy proves to be a real child of sin. 


DRAINING INDUSTRY’S CAPITAL 


Under the new system of profits taxation, which also embraces adjustments 
in the old Profits Tax, a company will automatically pay away 50 per cent. of 
its profits in income tax and undistributed profits tax combined, and will then 
pay an additional 15 per cent. on all profits distributed and an additional levy 
of 30 per cent. on all profits in excess of the 1947 to 1949 average (except that 
the new levy cannot take more than 18 per cent. of total profits). The net 
effect on the revenue will, of course, be negligible this year but it is estimated 
that this new tax system will add about £100 millions to industry’s tax burden 
next year—an addition of about one-seventh. Yet those companies whose 
profits have stood still or declined since 1947-49 seem likely to find their pro- 
portion of profits paid away in tax reduced by between 64d. and Is. in the 
pound (with those that are distributing their profits nearest to the hilt incon- 
gtuously getting the biggest benefit). The companies that gain under this new 
system are precisely those whose profits have declined since the days of Dal- 
tonian inflation, because the public has decided that their products were ones 
that could most easily be forgone as the nation cut down towards living nearer 
its means. On a broad view of a system that is highly complex and whose 
details have still to be revealed, dog tracks seem to lead the favoured groups— 
with breweries, tobacco, plastics, retail stores, shipbuilding and aircraft close 
behind them. The companies that suffer most are those that have expanded to 
meet the export drive—commodities, motors and electrical manufacturing are 
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the most obvious. This is upside-down economics, standing common sense 
completely on its head. 

Even more important than abstruse questions of equity and incentive, 
however, is the erosion of industry’s liquid resources that this impost will cause. 
The preliminary estimates of national income for 1951 (presented in Cmd. 8486) 
show that while total British incomes rose by £507 millions last year, 
wages, salaries and armed forces’ pay rose by £844 millions. In other words, 
other incomes, of which company profits are the most important, actually fell 
by £337 millions, when struck net of stock appreciation—as struck net they 
ought to be. A direct consequence of this transfer from profits to wages, or in 
other words from savings to spending, was the huge excess of £750 millions of 
British domestic expenditure over domestic income last year ; this in turn, of 
course, had its direct counterpart in the £750 millions deterioration in the 
balance of payments, from a surplus of £238 millions to a deficit of £516 millions 
in 1951. Meanwhile industry, which is taxed on stock appreciation as it is on 
real income, had to put aside £1,320 millions as provisions for taxation in 1951 
(against {928 millions in 1950). This is living on capital with a vengeance. 

It is important to emphasize that such transfers from company saving to 
public saving, from undistributed profits to Exchequer revenues, cannot be 
counted as any perceptible reinforcement of disinflation—as those other clouds 
in industrial boardrooms, the rise in Bank rate and, to some extent, the 
abolition of initial allowances (which will leave industry with another {170 
millions to find next year) can be and are. The main effects of high taxation of 
profits—in other countries as well as here—have been to cause a persistent 
weakening of company reserves and thus to make it likely that, if ever world 
slump returns, there will be a full scale financial panic before Keynesian counter- 
cyclical measures can be brought into play. The Excess Profits Levy must rank 
with Labour’s proposal for a dividend freeze as the most serious menace to 
sustained full employment that the post-war period has seen. 


WILL To-MoRROW PaAy ? 


There remains the broadest question of ail. How far is it true to say that the 
British people, having borrowed from overseas about Iod. in every pound that 
it spent last year, intends to go on living beyond its means this year in the same 
blithe way—but to borrow from the future instead ? The most serious feature 
of this year’s master plan is still the decision to divert to the export market 
between {150 and £200 millions of plant, machinery and vehicles—or about 
one-fifth of last year’s supplies to the home market. It is not known how much 
of this year’s rise in production is expected to be concentrated on these vital 
industries. Mr. Butler’s estimate that total investment in home-produced goods 
should fall by only £100 millions (at 1951-52 prices) may at first sight seem to 
suggest high official hopes—but it more probably reflects an expectation that 
work in progress, housing starts and, especially, stocks of unsaleable consumer 
goods will rise, while the industrial investment that is most desperately needed 
goes down. | 

In these circumstances, it is important to recall that Britain has fallen sadly 
behind with investment in manufacturing industry since the war. Even in the 
summer of 1950—that brief honeymoon period when supply seemed to have 
caught up with demand, when dollars were flowing into the reserve and petrol 
came off the ration—the apparent achievement masked a serious excess of 
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consumption and deficiency of investment, which was due to the incentive 
towards living on capital that politically-motivated taxation on companies had 
caused. The necessary long-term trend will almost certainly be towards attract- 
ing more resources into the industries producing capital goods. Not only is 
domestic demand for these goods likely to increase in the future (when the 
system of profits tax is reformed, as sooner or later it must be) but external 
demand is likely to increase as well, as the under-developed countries expand ; 
incidentally, since increased “‘ Point Four aid’ seems likely to be one of the 
correctives chosen for the next American slump, capital goods industries seem 
likely to be more impervious than consumer goods industries to world recession 
—in direct contrast to experience in the pre-war period. 

Unfortunately, diversion of resources from consumer goods to capital goods 
is one thing that consumers (and consumers mean voters) do not like. There is, 
therefore, always a tendency for politicians to resist it. Now that the recession 
in the consumer goods trades has come—it was bound to come sometime, 
though its emergence in this period of rearmament is so surprising that it may 
not last—diversion of some capital goods to export was probably inevitable. 
The first, and now unavoidable, tragedy of 1952 is that the muddled politics of 
the last few years mean that this diversion of capital goods must come from 
a supply that is already inadequate for the long term needs of the economy. 
The second, and still avoidable, tragedy will arise if, even in this period when 
past mistakes have been so glaringly revealed, there is still no switch of re- 
sources from the consumer goods industries to capital goods and, of course, 
also to rearmament. If such a switch involves some transitional unemployment 
in the consumer goods industries, then unemployment ought to be faced. 

Three sets of possibilities now present themselves. First, the next few weeks 
may still prove the Chancellor's measures to have been inadequate even for 
the most urgent task of all, the stemming of the drain on the gold reserves 
before the import cuts yield full relief. In this case the salutary weapon of 
monetary policy will have to be wielded still more vigorously, for it is now 
Britain’s last reserve in the fight forits verysustenance. Thesecond possibility is 
that the reversal of certain exceptional misfortunes of 1951 and revival of foreign 
confidence may after all stem the drain on the reserves—but virtually nothing 
will have been done to prepare, by concentrating labour on the most vital 
tasks, for the grievous strain that must be borne as soon (and it will be very 
soon) as capital can no longer be made to carry the load. On this, the most 
probable, hypothesis this budget must be written off as bare-faced mortgaging 
of the future, perhaps also involving another shortfall in the rearmament 
programme, unless monetary policy is wielded with more severity still. A third 
possibility is that the drain on the reserves may be checked, and that the cuts in 
unrequited exports of consumer goods may be allowed to reinforce a monetary 
policy aimed at ensuring some much-needed diversion of resources to capital 
goods and rearmament. This is now the best outcome for which Britain can 
hope—but it does not look very likely. The chances of its happening will 
depend mainly upon how much resistance the Government offers to the pleas 
that it should soften its policies because of the troubles of the industries hit 
by overseas import cuts. Unless it stands firm through the difficult months 
ahead, its contribution to the cause of national solvency will be hardly better 
than its predecessor’s—and the menace in 1953 will be even grimmer than 
the dangers of this year’s ‘‘ hump ”’. 
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Bank Rate Takes the Lead 


ONETARY policy, it is now quite plain, has been cast for a leading réle 
Min the Government’s programme of emergency measures. Just how 

important a part has been assigned to it can be readily gauged by con- 
sidering what the world overseas would have thought of Mr. Butler’s budget if 
Bank rate had not been raised, with his “‘ approval ’’, on budget day. After all 
the grim warnings and the emphasis upon the need for sacrifices, a budget that 
diminishes the Chancellor’s prospective surplus would surely have made a 
deplorable impression abroad if it had been left to stand alone. The only way of 
contriving any major relief from strain upon the gold reserve in these next few 
critical months before the import cuts and other measures develop their full 
potential is to convince the world that the full programme will suffice in the 
end, and thus to provoke a marked reduction of the short position in sterling. 
Unless this confidence in Britain’s ultimate success is firmly established, the 
further fall in the reserves, even though at a diminishing rate, might precipitate 
an intolerable weight of speculative pressure. Ever since the Chancellor’s end- 
January speech, it had been taken for granted that the responsibility for 
averting this danger and for turning the speculative factor to Britain’s advan- 
tage would be squarely placed upon the budget ; but in this crucial matter the 
budget has in fact given place to monetary policy. 

‘The world will not believe ’’, said Mr. Butler, ‘“‘ that we are serious in our 
determination to... defend the pound unless. . . we take action that is, and is 
seen to be, decisive ’’. This “decisive action ’”’ was the increase in Bank rate 
from 2} per cent. to 4 per cent., a move designed to show 


that we not only recognize the very serious situation of the country but are 
determined to deal with it by whatever measures may be necessary, however 
unwelcome they may be. 


The rediscovery of the potentialities of monetary policy has certainly been 
moving very fast, much faster than most people expected when the first move 
towards orthodoxy was made last November. Hardly anyone, before the 
general election, would have believed that even a Tory Chancellor would ever 
again put so much trust in an increase in Bank rate, however sharp. The fact 
that Mr. Butler has done so is a measure not only of how far his views differ 
from those of his predecessors but also of the extent of the change in public 
opinion. The British public, whether it approves or disapproves the unsheath- 
ing of the orthodox monetary weapons, now has no doubts about their potency, 
whereas formerly many people would have dismissed suggestions of a change in 
Bank rate as merely foolish and irrelevant. 

Mr. Butler must have been conscious, too, that the language of Bank rate 
is better understood abroad than it is at home—even, one may surmise, in the 
United States, where the heterodoxy of stabilized interest rates has taken deeper 
root than it ever did in Britain. Those to whom this tongue is familiar will also 
be aware that this latest utterance has all the stridency of a critical occasion ; 
this is only the sixth time in the history of the Bank of England that the rate 








en 
ve 
he 


ct 
fer 
lic 
th- 
cy, 


ite 
he 
er 
Iso 
Nn ; 
ate 








BANK RATE TAKES THE LEAD 193 








has been raised by more than 1 per cent. in a single move.* Significantly, the 
Chancellor's announcement of the change came early in the budget speech, 
creating a psychological atmosphere in which the ordinary observer was less 
disposed to judge the figuring of the budget critically and in which the watchful 
observer Overseas was likely to applaud the cuts in subsidies without taking 
much account of the extent of the countervailing reliefs or the net reduction of 
the prospective surplus. 

It would certainly be quite wrong to assume, however, that this further 
increase in Bank rate was intended only as a dramatic gesture to the audience 
overseas. The Chancellor plainly has faith in the efficacy of monetary orthodoxy 
as an instrument of domestic disinflation. ‘‘ Events have justified ”’, he said, 
“the monetary policy adopted last November. But the time has come when a 
reinforcement of that policy is necessary to support our other measures. .. . 
This rise to a comparatively high level of money rates is . . . an essential part of 
our campaign to fortify the currency. . . . Internally, the general effect should 
be a further reminder to both lenders and borrowers of the need for caution and 
economy. .. . The use of the Bank rate can make an important contribution 
towards the right economic climate, particularly towards the diversion of 
resources from investment, above all, to export’’. Herein lies the crux of the 
Chancellor's logic. The arithmetic of this year’s unexpectedly gentle budgeting, 
with its surprising conclusion that there was no need to cut consumption, rests 
on the proposition that investment will be cut, and that it ought to be cut in 
any case because only capital goods can quickly be sold in increasing quantities 
abroad. The previous Government, Mr. Butler explained, tried more than once 
to check home investment by physical controls and fiscal measures : ‘‘ but 
they always failed in the face of the overwhelming monetary demand ” ; 
therefore he turned to orthodox monetary restraints. 

The world may say that he thereby merely excuses soft budgeting ; yet 
it cannot feel sure, now, that any insufficiency in this year’s disinflationary 
formula will not be made good by recourse to monetary policy. The Chancellor 
himself would no doubt explain the matter with quite different emphasis. He 
would presumably say that monetary policy has allowed him to budget, not 
softly, but imaginatively—by a bold gesture of encouragement that will ease 
the inflationary pressure much more sharply by inducing an increase in output 
than it intensifies the pressure by whittling down the budget surplus. The 
Minister for Economic Affairs (Sir Arthur Salter) has indeed put this argument 
quite explicitly, though in the narrower context of the budget accounts. Reply- 
ing to Labour criticisms of the policy on the ground that it raises the cost of 
financing the floating debt, he explained : 

we are convinced that the counter-inflationary effect of a rise in the Bank rate 

will give much better value for money than the use of the same amount of a 

surplus for that purpose. . . . It will give us the benefit of a more realistic mone- 

tary policy, particularly from a closer appreciation by everybody of the vital 
question of costs and prices. 
The Government thus looks to monetary policy not only to ensure the pro- 
jected cuts in capital outlay—on fixed capital as well as stocks—but also to 





* Readers interested in monetary history may care to note the previous occasions: (1) the 
1847 crisis, 6 to 8 per cent., (2) eve of the 1914-18 war, 4 to 8 per cent. on July 31 and Io per 
cent. on August 1, (3) the day on which the “‘ suspension ” of the gold standard became effective 
in 1931, 43 to 6 per cent., (4) the outbreak of war in 1939, 4 to © per cent. On a number of 
Pre-1914 occasions, two or even three increases of I per cent. were compressed within a sin de week. 
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induce a general toning-up of the economic system through an increased 
vigilance in control of costs. 

Whether monetary policy will be able to justify to the full the great trust 
now reposed in it, at a time when powerful forces are pulling in the opposite 
direction, will chiefly depend upon political circumstances that cannot yet be 
foreseen. But there is no doubt that, if wisely used, it can make a major con- 
tribution, perhaps a decisive one; and both the economic and the technical 
conditions for its success are now propitious. To assess the chances that it 
will be so used, it is first necessary to analyse its effects upon the banking 


system. 
IMPACT ON MONEY RATES 


The news of the increase in Bank rate came as a bombshell to the City, as 
it was meant to do. Only a small minority of observers had been prepared for a 
further tightening of monetary policy in association with the budget, and no 
one had envisaged so violent a movement. At the outset there were momentary 
doubts whether the outside structure of rates would respond correspondingly, 
but the fact that the Bank of England’s special rate for seven-day loans against 
the security of Treasury bills had also been raised by 13 per cent. (to 34 per 
cent.) plainly showed that the new Bank rate was intended to be no less effective 
than the old one. The clearing banks accordingly raised the two most influential 
rates—their interest allowance to holders of deposit accounts and their mini- 
mum charge to the discount market for short money against the security of 
Treasury bills—by 14 per cent. to 2 per cent. For the first time for many years, 
therefore, the return on deposit balances is at a level that does not appear to the 
ordinary customer to be merely derisory ; and it is easy to guess why the banks 
have emphasized the difference between the facilities offered by deposit and 
current accounts by lengthening the period of notice required for deposit with- 
drawals from 14 to 21 days, the longest standard period ever demanded. 
. The margin at which the deposit rate stands below Bank rate is thus widened 
from 1? per cent. to 2 per cent., but this simply follows the convention of the 
inter-war period that the margin (for ““ London deposit rate ’’) should be 2 per 
cent. whenever Bank rate was above 2} per cent. One or two bankers did, 
indeed, feel that the margin ought to be wider now than in those remote years, 
on the ground that operating expenses are now much higher. A more relevant 
consideration is that the margin below Bank rate shown by the rate that governs 
the bulk of the banks’ earnings from money market assets—the rate for call 
loans against Treasury bills—is now much wider than it used to be. In the 
decade or so before 1934, the clearing banks’ minimum lending rate to the 
money market was always I per cent. under Bank rate ; thereafter the margin 
for loans against bills (as distinct from bonds) became 1} per cent., except during 
the war years when it was again I per cent. ; now, for Treasury-bill money 
only, it is 2 per cent., compared with the 13 per cent. margin that had obtained 
since last November. By this widening of the margin the Treasury’s costs of 
borrowing on Treasury bills (which are, of course, largely governed by call 
money rates) have been cushioned to some extent against the effects of the rise 
in the rate-structure as a whole, and a corresponding squeeze has been imposed 
upon bank earnings. 

It is fair to add, however, that the resultant divergence between the rates 
charged to the Treasury and to borrowers on first-class bank bills did not 
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derive in the first instance from any action by the authorities themselves. It 
originated in the efforts of the banks, notably by the move made last summer, to 
improve their return from commercial bills at a time when the Labour Govern- 
ment’s refusal to move towards monetary orthodoxy was keeping the Treasury 
bill rate firmly anchored by the “‘ special buyer ”’ at $ per cent. Now, after this 
steep increase in Bank rate, the anomalous disparity between Treasury bills and 
bank bills has been widened still further. The clearing banks decided that the 
minimum rate for loans against bank bills should be the same as that against 
bonds, and at the outset they raised both minima to 2? per cent.—so that, 
while the bank-bill money rate rose by 14 per cent., the bond-money rate rose 
by no less than 13 per cent. With this structure of rates in mind, the banks and 
the discount market fixed the minimum discount rate charged to borrowers 


MONEY AND BILL RATES, 1939-52 


Sept. 15, Nov., Oct., July, Nov. 9, Mar. 7, Mar. 14, 
1939 1939 1945 1951 1951 1952 1952 
0/ 0/ 0/ O/ 0/ 0/ 0/ 
/O /O /O /O /O /O /O 
Bank of England : 
Bank Rate .. ec 4 2 2 2 24 2} 4 
7-day loans against 
Treasury bills .. =. — — — 2 2 34 


Discount Rates : 


Bank Bills, 3 Mths. 34—32 14—1% MB I 1} 14 3 
mo» 4on re? ce ae 1 13 r§ “a 

a 5 1} te—3 1% Tj 1} 34 
Trade Bills, 3 Mths. 4$—5 24—3 I—1} 1}—2} 2}—3 2}—3? 4—5 
» oo» 4» “a--§ 2-9 Ij—I$ 2—24 24—3 << 4-5 
6 5~—54 3—34 13-24 2$—33 3-4 33-42 42-5 


Treasury Bills : 
End-month tender* 71/1.12d. 23/11.46d. 10/1.60d. 10/2.56d.| 17/2.96d. 20/7.09d. 46/3.64d. 
Clearing Banks’ Buying 
Rate from Market: t 





Bank Bills . . ¥ n.a. I 4 ‘ 1} 1} 23 
Treasury Bills ” 3—3} I 5 4 3 58 —} 24 
Clearing Banks’ Call 
Money : 
Against Bank Bills } , ; 1 { 3 1} 1} 24t 
Treasury Bills : . 4 3 3 2 
» Bonds... 3} 1} 3 : 1} 14 24¢ 
Clearing Banks’ 
Deposit Rate : 2 I 4 4 3 3 2 


*Average rate at month-end tender, except where specific date shown. 
t Fluctuating rates, except between November, 1939, and November 7, 1951. 
¢ Both these rates were raised to 2? on March 12, but lowered on the following day. 


on fine bank bills at 3 per cent. (an increase of 1} per cent.), and did not alter 
this rate when, on the following day, the banks reduced their minimum rate for 
loans against both bank bills and bonds to 2} per cent.—to ease the lot of the 
discount market in absorbing the heavy losses it has sustained on bonds. 
Thus, although the increase in money rates for bank bills is now the same as 
that for Treasury bills (both being raised by 1} per cent.), the increase in 
discount rates for bank bills is appreciably more than that for Treasury bills. 
At the first Treasury bill tender after the Bank rate change, the discount 
market tendered on the basis of about 2; per cent., an increase of 1 9/32 per 
cent. compared with the two preceding tenders and of slightly more than 1; 
per cent. compared with the average tender basis of the previous three months. 
This increase in the Treasury bill rate, which represents a slight widening of the 
discount market’s gross margin of running profit on new purchases financed by 
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clearing bank money (though a smaller widening than some houses had at first 
hoped for), is, of course, the resultant of the 1} per cent. increase in normal 
financing costs and the 1} per cent. increase in the cost of emergency financing 
when the market is forced into the Bank for seven-day loans. It appears to 
have been based on the not unreasonable hypothesis that, in view of the burden 


flung upon the market by the steep rise in rates, the authorities may for the | 


present take special steps to keep short loan supplies sufficient to save the 
discount houses from formal borrowings at the Bank. If there is no such relief* 
Treasury rates are likely to rise further, for the market is certainly entitled 
to some widening of its true margin on Treasury bills—partly in order to enable 
it to work off the losses it has sustained on existing portfolios, and partly in 
consideration of the much bigger risks it is now seen to run. For the remaining 
life of all Treasury bills bought before the Bank rate change, the discount 
houses will be making an average outright loss of over I per cent. p.a. 


EFFECT UPON BANK LENDING POLICY 
The effect upon interest charges for bank loans and overdrafts is less clear- 
cut, and in many instances will be less marked, than these changes in short 


money and bill rates. The adjustment here will not take place in the same way [| 


as it did after the November increase in Bank rate : instead, it will much more 
closely resemble the traditional process associated with a Bank rate increase. 
Traditionally, the link between Bank rate and commercial bank lending rates 
was established by individual agreements with borrowers providing for a charge 
of a given amount above Bank rate (3 or I per cent. above Bank rate according 


to the class of customer, and, in a few instances, Bank rate itself, without the | 
addition) subject to a minimum which, before the war, would have been 4} or [ 


5 per cent. for the great majority of borrowers. When Bank rate was low, the 
‘‘ minimum ”’ charge would be above the “ linked ”’ rate ; during the long phase 
of cheap money, although the minima were steadily reduced under pressure of 
competition between the banks, the link with Bank rate became entirely ineffec- 
tive and in many instances was actually dropped from the agreements. In 
others it remained, but was inoperative. November's increase in Bank rate to 
24 per cent., which still left it at least 1 per cent. below the lowest “‘ minimum” 
charge for all but a limited number of very strong or privileged borrowers, thus 
had virtually no automatic effect upon bank lending rates. Except for the effort 
to raise rates upon which the banks had already embarked on their own 
initiative, the banks would not have made any further general increase in rates 
if the authorities had not firmly exhorted them to do so. The considerable 
revisions of rates that have been taking place in the past three months have not 


been in response to the 2} per cent. Bank rate as such ; virtually, they have | 


been made in compliance with official instructions. 

This rather undesirable official strategy will not need to be repeated now. At 
4 per cent., Bank rate has reached a level at which the “ linking ”’ clause 
becomes operative again for a high proportion of borrowers previously paying 
rates below 5 per cent. ; moreover, in many, but not all, of the recent revisions 
the banks have taken the opportunity to re-insert this clause in agreements 
from which it had been dropped. After these revisions, few private borrowers, a 








* On March 27, some houses were, in fact, unexpectedly forced “into the Bank,” and the 
Treasury bill tender rate promptly rose to 22%. 
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distinct from public or semi-public bodies, were paying less than 3} per cent., 
and that rate applied only to the very strongest bargainers among them. Most 
borrowers in these categories will have been subject to a Bank rate clause 
providing for “ } per cent. over ’’, and now, therefore, become automatically 
subject to a charge of 43 per cent., which also becomes the charge for the second- 
line category of industrial borrowers, the many substantial concerns that 
previously commanded a rate of 4 per cent. subject to a } per cent. linking 
clause. In these groups of borrowers of the highest credit-worthiness, the 
increases in charges will therefore generally range from 1 per cent. down to } 
per cent., with the strongest borrowers suffering the biggest increase and a 
few of them possibly paying as much as 13 per cent. more. On the other hand, 
among the broad mass of sound industrial borrowers without special bargaining 
power, borrowers that have been mainly paying 43 per cent., some will not pay 
any more at all now (where there was either no Bank rate clause or one providing 
for ‘3 per cent. over ’’) while none will face an increase of more than } per 
cent. Finally, the large block of small businesses, of professional and personal 
borrowers whose rates had already been lifted to 5 per cent., entirely escaped 
the automatic adjustment, since the maximum excess over Bank rate provided 
for in any modern linking clause is rt per cent. Hence the first effect of the 
whole adjustment was to establish 43 per cent. as the lowest rate charged to 
all but a very few of private customers while retaining 5 per cent. as the maxi- 
mum. The spread that reflects differences in credit-worthiness and bargaining 
power of private customers is narrowed down to only } per cent. (or I per cent. 
at the extreme) whereas formerly it was 13 per cent. (or 2 per cent. at the ex- 
treme). The anomaly thus created, especially within the big category now pay- 
ing 5 per cent., is unlikely to be corrected by concessions to the strongest custo- 
mers within this group. Already, there is a tendency to try to correct it, to 
some extent, by charging rates over 5 per cent. for new loans to marginal 
borrowers; and soon, no doubt, an effort will be made to raise rates for the 
least credit-worthy of existing borrowers now paying 5 per cent. 

There remain the important accounts of the nationalized industries, and of 
other public or semi-public bodies the rates for which are determined by 
negotiation between the group concerned and the banks in concert. Most of 
the resultant agreements are not subject to a specific Bank rate variation 
clause, and the re-negotiations necessitated by the November change in mone- 
tary policy were only just being concluded—incorporating rates as low as 
23 per cent. in some cases. Now the whole series of negotiations with these 
special borrowers is starting again, and is likely to lift the charges by 4 per cent. 
all-round—with a bare possibility that a somewhat larger increase may be 
imposed upon some of the semi-public borrowers. To guard against future 
contingencies, and also to avoid repeated bouts of bargaining, the banks hope 
to secure acceptance of the Bank rate variation clause in all these instances. 

The net effect upon bank earnings of all these complicated changes is not 
easy to forecast, and will obviously differ from bank to bank. Some banks 
are estimating the resultant average increase in their return from advances at 
no more than } per cent., and in that event, even when the adjustment is 
complete, the additional interest earnings from this source and from money 
market assets will barely suffice to cover the additional interest paid on deposit 
accounts, which now cost the clearing banks roughly £25 millions a year more 
than they did when Bank rate was 2} per cent. If the average return from 
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advances can be raised more substantially—say, by ? per cent., or the equivalent 
of £14} millions a year—a margin of perhaps {6 millions a year may be pro- 
vided to help make good the new inroads made into inner reserves. 

It will not go far towards filling the gap, however, unless the gilt-edged 
market regains a large part.of its post-budget losses. As a note on page 177 
records, the effect of the Bank rate increase upon the longer-dated stocks and 
irredeemables was relatively moderate, but there was a violent impact upon 
the short-dated stocks in which the banks have increasingly concentrated their 
investment holdings. The worries of the banks at this latest increase in Bank 
rate are therefore readily understandable: for every I per cent. average depre- 
ciation of the clearing banks’ portfolios of investments absorbs no less than 
£19 millions of inner reserves, already gravely depleted by the stresses of 1951. 
These reserves are certainly in poor shape to face a phase in which the monetary 
weapon may be wielded much more vigorously than at any time since Britain 
left the gold standard—a phase in which, apart altogether from the risks in 
the gilt-edged market and the possibility of a further rise in the cost of deposits, 
there is certainly a rising risk of bad debts. 


How THE PRESSURE WILL WoRK 

These forebodings in the banking world, and the even deeper gloom that 
suddenly descended upon the discount market (especially upon its smaller 
members) are, of course, the natural accompaniment of orthodox monetary 
discipline, and are generally accepted as such; the majority of bankers now 
welcome the return to orthodoxy for the promise it brings to the national 
economy in the longer run, despite the pains and anxieties it spells for them 
meanwhile. The very essence of the disciplinary process, in so far as it works 
through restraints imposed by lenders as distinct from deterrents imposed 
direct upon would-be borrowers, is to keep alive the threat to the reserves and 
earnings of the banks and money market. This steep increase in Bank rate 
has not only been salutary in itself; it has also swept away the rising suspicion 
that the authorities might be timid and inhibited in their use of the interest 
weapon because of fear of criticism from*the Left, or simply because they 
did not wholeheartedly believe in it. If this suspicion had been allowed to 
take firm root, even the weapon of pressure on bank liquidity would have lost 
much of its potential cutting force. As it is, the authorities can be sure that 
any orthodox steps they take will yield their full effects, and the very fact 
that this is seen to be so may make it unnecessary, or less necessary, for them 
to tighten the screw further. The banks and the money market will be kept 
on their toes in any case; the authorities will not need, this time, to exhort 
them to be vigilant and cautious in their lendings. 

For this reason, a continuing toughness in lending policy is likely to be 
ensured even without any effort by the authorities to tighten the supply of 
liquid assets. But in fact they are much better placed to keep that supply 
taut than seemed likely a few months ago. It was not envisaged then, before 
the full buoyancy of the revenue could be gauged, and before the slowing-down 
of the defence programme had been decided upon, that in 1952-53 the Char- 
cellor would be able to look for an “ overall’’ surplus on the Exchequer 
accounts, whereas in 1951-52 he had an overall deficit of £158 millions. It's 
true, of course, that if the minimum objective of equilibrium on the external 
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balance of payments is achieved, he will not on balance be securing the use of 
any sterling from overseas sources, whereas last year he borrowed very large 
sums in this way. Unless, however, the external account runs into surplus, 
he should not need to make any net borrowings from the domestic banking 
system for normal purposes. On this reckoning, the only increase in the supply 
of Treasury bills to the banking system should be merely a seasonal one. 

Although a new pressure could therefore be imposed upon bank liquidity 
more readily than had previously been supposed, there is little doubt that 
most of the effects of this latest stiffening of monetary policy will be exerted 
by the changes in rates as such. The banks will be tougher, though probably 
not much tougher, in scrutinizing projects for advances; but the additional 
restraint upon the volume of credit is likely to come much more significantly 
from the direct impact of the higher rates upon borrowers, for these rates are 
now rising to levels that should afford a real deterrent. This is a welcome and 
entirely healthy change of emphasis, which will remove the more important 
of the anomalies that persisted in the financial structure after the initial increase 
in Bank rate. As the building societies, for example, have already demonstrated, 
it is no longer possible for other important lending agencies to stay outside the 
area of dearer money. The intentions of monetary policy exerted through the 
banking system will be much less liable to be frustrated, as to some extent they 
were being frustrated, by the ability of borrowers disappointed by the banks to 
secure finance elsewhere. The whole structure of interest rates should now 
begin to move into a more natural equilibrium—always excepting, of course, 
the privileges that political considerations still accord to public borrowers and 
to the finance of local authority housing. 

The fact that in their dealings with the private sector the monetary authori- 
ties are now seen to have cast off any inhibitions in the use of orthodox weapons 
does give reason for hope that monetary policy will be strong enough to ensure 
the cuts in capital outlay upon which the Chancellor’s budgeting depends. 
But whether it will put the pressure at the points where pressure is most needed, 
and whether it will be sufficiently intensified if the Chancellor's other assump- 
tions go awry, are much more open questions. This first doubt, it should be 
emphasized, is not a concession to the Opposition’s constant complaint about 
the alleged ‘‘ blindness ’’ of monetary policy; on the contrary, it springs from 
a fear that at some points the policy may be deliberately blunted by precisely 
the same kind of shortsighted political tenderness that has undermined the 
good disinflationary intentions of two Labour Chancellors. The Government 
looks to monetary policy to restrain fixed investment, in order to release plant, 
machinery and vehicles for export markets; and to restrain stock-holding of 
essential materials, in order to ease the general burden on the domestic economy 
and enable it to withstand the import cuts without industrial dislocation. It 
looks to it, therefore, to cut down highly desirable investment outlays— 
desirable, that is, on anything but the shortest of short views. But will if 
also allow it to be used to cut down speedily the inessential investment, the 
“involuntary ”’ investment in stocks of frustrated exports of consumer goods ? 
Pressure imposed at these points could make a start upon the vital process of 
getting the re-distribution of labour that will be indispensable next year; but 
Mr. Butler’s references to this problem do not suggest that monetary policy 
will be allowed full freedom to work in this way. 
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The Fight to Save Sterling 


ERHAPS the most striking feature of Mr. Butler’s budget speech was his 
P announcement that the gold and dollar reserves had run down by another 

$299 millions in January and $266 millions in February, to the desperately 
low level of $1,770 millions—or nearly $2,000 millions less than in June, 1951. 
This means that the weekly rate of drain (excluding the American loan pay- 
ments at the end of last year) rose from $46 millions in the third quarter of 
1951, to $58 millions in the fourth quarter, and to $63 millions in the first 
two months of this year. It is against this background that the nation must 
read the Chancellor’s statement that “ We can, in my view, confidently rely 
upon a considerable reduction in the rate of loss in the course of the next few 
weeks ’’. If that confidence is misplaced, there is nothing now that can save 
the pound. 

The fight to save sterling is on, and it is important to recognize that if an 
advance is recorded in the next few weeks—and there are, so far, signs only 
that the retreat has been slowed down—it will still mark only a first effort to 
extricate the reserves from a situation of great peril. It is also important 
to distinguish between the short haul and the long pull. The object of the 
short haul is to check—and, if possible, to reverse—foreign speculation against 
sterling. The object of the long pull must be to restore the external accounts 
of the whole sterling area to equilibrium by fundamental correctives. Since it 
is the effects of the short haul that may become most evident in the next few 
weeks, it will be best to deal with them first. 

Between the late summer of last year and March 11, a considerable short 
position in sterling was built up over the greater part of the world, and particu- 
larly on the continent of Europe. Rumours were rife that sterling was due 
for another plunge, either by a further devaluation or by letting the rate of 
the pound float in a more or less free market. These rumours were accompanied 
by the customary bear operations, some of them of outright speculative 
character, such as uncovered forward sales of sterling in the New York market, 
others masquerading as commercial transactions and taking the form of a 
deceleration of payments to and an acceleration of payments from the sterling 
area. Moreover, every overseas industrialist or trader with access to the 
facilities of the London market had developed the habit of raising as much 
credit in London as he could and of financing goods in warehouse and other 
needs for working capital in sterling. There was a double incentive to such 
operations—the possibility of a fall in the exchange value of sterling and, in 
the case of many continental traders, the provision of an effective hedge 
against their own local currency risks by holding more than usually large 
stocks of commodities. Even after the November change in Bank rate the 
London market laid itself wide open to such operations by continuing to quote 
lower rates for commercial credits than those ruling in any other international 
financial market. It is difficult to estimate the size of the open position that 
had been built up before the budget, but it has been suggested in responsible 
quarters that it may have amounted to as much as £300 millions. 
{n fact a large part of the United Kingdom’s accumulated debit balance 
with the European Payments Union may reflect the counterpart of the 
short position in sterling opened on continental account. If so, the im- 
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provement on this score—if confidence revives fully—could be important. 

It was not until the end of February that measures were taken to meet 
this situation. The first step was a directive by the Bank of England to the 
authorized banks, calling on them to reduce from 120 to go days the maximum 
credit period that they normally permitted for acceptance credits for financing 
international trade. The banks were also informed that they should restrict 
their credits to transactions in goods actually afloat and that they should 
refuse all facilities for financing goods in warehouse and, still more, for the 
“pig on pork ”' and refinance credits that had unquestionably been growing 
in recent months. The effect of this first twist of the screw is making itself 
felt as the credits in question come to maturity and cannot be renewed; some 
of the impact will be spread over the next six months, but most of it should 
be apparent within the next three. 

There followed the increase in Bank rate from 2§ to 4 per cent. and the 
consequent adjustments in market rates. This aimed at both a practical and 
a psychological effect. On the practical plane, it has increased the cost of 
obtaining accommodation in the London market, and reversed the previous 
absurd situation in which short-term interest rates in the London market were 
lower than in New York or any of the important European centres. This 
artificial relation of short-term money rates was rendered all the more abnormal 
by the fact that forward sterling was quoted at a discount in terms of United 
States dollars and of some of the continental currencies concerned. This meant 
that foreign traders could sometimes more than cover the cost of borrowing in 
London by forward purchase of the sterling that would be needed to repay their 
advance. These disparities have not been altogether removed, but short money 
rates in London do not now offer quite such a flagrant inducement to overseas 
interests to put pressure on Britain’s current balance of payments—at their 
will and at Britain’s cost. 

The psychological consequences of the sharp rise in Bank rate are still 
hard to assess, but the size of the increase appears to have taken by surprise 
even those who had been prepared for some change in the rate. Without this 
rise the budget would indeed have looked a flabby one. As it is, however, at 
least some of those who held open positions against sterling may already have 
begun to cover, convinced that their expectations of a devaluation or of 
freeing of the sterling rate were, at least, premature. 

The story of recovery told by the pattern of rates in the foreign exchange 
markets has been as heartening as the Chancellor should reasonably have 
hoped. On the day after the budget sterling lifted from its ‘‘ gold export 
point "’ of $2.78—a point at which it had ominously and fixedly remained 
since January 1. This rate is the lowest in the range of quotations permitted 
by the Bank of England’s selling and buying rates for dollars against American 
account sterling, and so long as sterling remained at this rock-bottom it could 
be assumed that the demand for and supply of dollars in the international 
markets could be equated only by taking dollars from the Bank of England 
at its official selling price. In other words, so long as the rate is at or near 
$2.78 it seems fairly certain that the Exchange Equalization Account must 
be losing dollars and gold, and if it is at or near $2.82 the Account is likely 
to be gaining them. On the day after the budget the range of quotations in 
London was $2.781-2; within a few days the rate had gone over $2.80 and 
it has at times crossed $2.81 since. It is evident that some bear-covering has 
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been taking place. Moreover, there are signs that some of the buying of dollars 
in the market has been made on official account—though such operations are 
veiled with considerable ability and discretion. 

The improvement in sterling has also manifested itself in the various free 
rates. Transferable sterling in New York improved within a week of the 
opening of the budget from $2.41? to $2.44. Security sterling rose similarly 
from $2.34 to $2.36. The rate for sterling bank notes in Zurich went up from 
Frs. 10.06 to Frs. 10.22. These movements, and particularly that of trans- 
ferable sterling, are of considerable significance. So long as transferable sterling 
was quoted below $2.40, as it was until a few weeks ago, it was profitable for 
foreign merchants to engage in transhipment operations—that is, to use 
transferable sterling to buy goods from the sterling area and then, after tran- 
shipment and “ fiddling ” of exchange control regulations, to resell them to 
the United States for dollars. This drain on the hard currency earnings of the 
sterling area should now be considerably reduced. With present discounts on 
transferable sterling, operations of this kind can be profitable only in articles, 
such as diamonds and furs, that are particularly valuable in relation to their 
bulk—and these are two specific commodities on which the eyes of the con- 
trolling authorities are very keenly focused. 

In conjunction with renewed United States purchases of such sterling 
commodities as tin, and with the reported decision to widen the range of 
eligibility of goods that can be paid for out of the Mutual Security Agency 
allocation of $300 millions of aid to Great Britain, this technical recovery— 
and the covering of bear positions that goes with it—should help to see sterling 
over the ‘“‘ hump ”’ of the crisis, the phase before end-June. It is even possible 
to hope that, despite the further $50 millions gold payment to E.P.U. asa 
result of the February clearing, the gold reserve at the end of March may show 
little further deterioration below the $1,770 millions at end-February. 
This technical recovery, however, can only be shortlived. If the recovery 1s 
to be maintained until the end of this year it will have to be based on a more 
solid and permanent influence—upon a dramatic improvement in the current 
payments accounts of the whole sterling area. 

On present evidence, the sterling area as a whole seems to have run a 
deficit of approximately £725 millions (or $2,030 millions) in the second half 
of last year; this was the main reason for the $1,532 millions decline in the 
gold reserves. Britain accounted fer some £575 millions of this non-sterling 
deficit, but it ran a surplus of about £200 millions with the overseas sterling 
area at the same time; the total external deficit of the overseas sterling area, 
despite a continued overall surplus by the colonial territories, was therefore 
probably £350 millions or more. The objective of measures now in hand 1s 
to extinguish Britain’s deficit of £575 millions with the non-sterling area by 
the second half of this year (after taking credit for American aid) and to swing 
the overseas sterling area over to a surplus of at least {100 millions with the 
non-sterling world. 

The measures that Britain is to take have already been analysed in an 
earlier article in this issue. They should be viewed in the light of the preliminary 
estimates of the balance of payments in 1951; these can be deduced from the 
national income White Paper (Cmd. 8486) and are set down in the accom- 
panying table. They show that the British balance of payments crisis last 
year was due chiefly to an increase of over £1,100 millions in imports (of which 
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about {800 millions was due to price) and to a severe deterioration in the 
invisible balance in the second half of the year (which was partly the conse- 
quence of the evacuation from Abadan). In other words, the crisis was partly 
due to extravagant consumption, but also partly due to exceptional misfortune 
in the terms of trade and the invisible account. It is fair to add that the trade 
figures for February suggest that Britain’s overall external payments (though 
not those with the non-sterling area) may now be approaching balance again. 

The external payments crisis of the overseas sterling area in I9Q5I was 
largely due to the fact that the high incomes generated by the peak prices of 
wool, tin and other primary commodities in the second half of 1950 and the 
early part of 1951 spilled over into extravagant consumption in the second 
half of 1951 when demand for those products had already turned down. The 
lower incomes of primary producers during the greater part of 1951 might in 
any case have meant lower demand for imports by these countries during 
1952; but since there is no sign yet of anything more than a very moderate 
increase in American demand for these products, special measures of economy 
have had to be taken. 


BRITAIN’S BALANCE OF PAYMENTS 








(£ millions) 195I 
1948 1949 1950 Jan. to July to 

June Dec. Year 

Exports .. a - 1,590 1,820 2,224 1,305 1,404 2,709 
Imports .. “ + 1,791 1,974 2,374 1,643 1,852 3,495 
Visible balance .. 7 — 201 — 154 - 148 — 338 — 448 - 786 
Invisible receipts aa 805 S19 1,052 521 609 [,130 
Invisible payments aa 632 659 666 305 555 S6oO 
Invisible balance. . oe +- 173 -++ 160 + 386 t+ 210 + 54 + 270 
ToTAL BALANCE .. — 28 + 6 + 238 ie ~ 3 516 


The most drastic cuts, as befits the most serious debtor, have been made by 
Australia, where stern import restrictions have been set in motion to correct 
the enormous deficit of around £A 600 millions a year at which the Australian 
balance of payments has recently been running. The cuts in imports on 
various categories of goods will range from 20 to 80 per cent. below imports 
in the year 1950-51; they may reduce orders for British motor cars by as 
much as £70 millions and for British textiles by no less than {85 millions a 
year. Much as individual industries in Britain may resent and be hurt. by 
these cuts there is no doubt that they are to be welcomed from the national 
point of view and are indeed overdue. The strain placed on British resources 
by the unrequited exports reflected in the fall of Australia’s London funds 
from about £600 millions to under £350 millions in little more than six months 
must bear a notable part of the responsibility for the deterioration in the United 
Kingdom’s own balance of payments with non-sterling countries. 

New Zealand has launched a five-point programme, the aim of which is to 
secure a surplus of £25 millions in its trade with non-sterling countries. All 
Imports from the dollar world will be subject to new licences, there is to be a 
strict control of imports of motor vehicles, and plans are afoot for a considerable 


expansion in the export of agricultural produce by providing additional supplies 
of fertiliser. 
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South Africa has agreed to arrangements that should allow the United 
Kingdom to earn at least £50 millions of South African gold from exports to 
the Union in 1952. South Africa’s imports have been fixed at some {70 
millions below the 1951 level of £470 millions; British exports will lose from 
this, but more of them may be paid for in gold. 

Southern Rhodesia has also agreed to cut its non-sterling imports through a 
‘revalidation ’’ of import permits. This move, together with the receipts 
from the International Bank loan of $28 millions, will allow Southern Rhodesia 
to play a very full part in the joint sterling area effort to defend and recon- 
stitute the gold and dollar reserve. No news is yet available of any steps to 
be taken by India, Pakistan and Ceylon. 

As yet the measures taken by all these countries appear unduly negative; it 
remains to be seen whether monetary demand will be cut back to match the 
reduction in supplies to be made available; if it is not, all these countries may 
face considerable inflationary strain. But while such steps are awaited, one 
point must be made clear. There now seem to be grounds for hope—they 
may, of course, be exaggerated grounds—that a reflux of speculative funds 
may help the sterling area over the “hump” of crisis that hes immediately 
ahead. But if this does happen, it will be a once-for-all gain. It is desperately 
important that the current overseas accounts of the sterling area should be 
returned to balance before confidence in sterling has a chance to relapse again. 
That is the task of the long pull—to settled solvency and to convertibility 
beyond. 
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Australia after the Import Cuts 


To many British industries the severity of Australia’s recent import cuts has come 
as a rude shock; the cuts mean that British exports of cars, textiles and other consumer 
goods will be reduced by between 80 and go per cent. below the levels recently obtaining. 
To Australia the cuts seem to imply a reduction of between 10 and 15 per cent. of the 
goods currently becoming available for consumption, a reduction that in normal 
circumstances might lead to an almost intolerable increase in inflationary pressure. 
In this article Professor T. W. Swan of the Australian National University examines 
trends in demand and incomes already in train and relates them to this new situation. 
His analysis seems to suggest that the period in which Australian imports from the 
sterling area will need to be cut by the brutal axe of physical controls may be shorter 
than some people in this country have feared. But it also suggests that the era of easy 
markets and easy money tn Australia is at an end.—ED. 


By Irevor Swan 
CANBERRA, March 14 


HE financial year ending in June, 1952, should be recorded as the turning 
T point in Australian post-war finance: as the year that saw the end, not 

of the post-war inflation (the roots of which are much deeper and wider 
than finance in Australia), but of the era of ‘‘ easy money’. By the autumn 
of 1951, it could no longer be doubted that free spending by all sections of 
the community had reached a point at which the basic stability of the economy 
was threatened. The Government took early steps to try to restore the 
balance. The budget of September, 1951, marked the end of easy revenue 
and tax concessions. The Loan Council, under Commonwealth influence, gave 
a rude shock at its meeting in August to the post-war tradition of ready pro- 
vision of loan funds for State Government public works. In the gilt-edged 
market, ‘‘ cheap money ”’ in the technical sense came to an end with the rise 
in the long-term bond rate from 3} per cent. (maintained from 1946 to 1951) 
to 3# per cent. The share market has also been badly shaken in recent months. 
For the first time in many years, business began to count the cash in hand 
as well as the customers in the queue. 

Despite these internal trends, however, the disastrous fall in Australia’s 
export earnings and the high imports that were a backlog from the period of 
easy incomes continued to drive the Commonwealth from its export surplus 
of previous years deep into external deficit. Australia’s international reserves 
of sterling and gold, which in June, 1951, approached £A 850 millions, will be 
less than {A 300 millions by June, 1952. To guard against their complete 
exhaustion, and in accordance with principles agreed upon at the January 
London Finance Ministers’ Conference, severe import restrictions have now 
been imposed under a licensing system that has been extended to cover imports 
from all sources. The two great riddles of the moment are, first, whether 
current progress against internal inflationary pressure will be maintained in 
the face of the cutting off of large supplies of imports, and, secondly, how long 
the “temporary emergency ”’, for which the new import controls have been 
designed, can be expected to last. The answer to each of these questions will 
depend to a large extent on Government decisions on budgetary and banking 
policy in 1952-53 that have yet to be taken—but the signs of a certain amount 
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of realism in Australian financial policy in 1951-52 encourage a more hopeful 
view than might have seemed possible in the light of political attitudes twelve 
months ago. 

In the Commonwealth budget of September, 1951, Sir Arthur Fadden 
announced a prospective surplus of {A 115 millions—something quite unpre- 
cedented in Australian history; the published accounts of the Consolidated 
Revenue Fund are no real guide to the true state of the Commonwealth’s 
finances, but when the budget is put on the basis used in the official national 
income estimates (consolidating revenue, trust and loan funds, and excluding 
housing expenditure and the operations of marketing authorities) the planned 
surplus reaches about fA 200 millions, or nearly three times Mr. Chifley’s 
record surplus of 1948-49. Moreover, whereas Mr. Chifley could achieve his 
surpluses, in years of buoyant revenue and booming incomes, despite 
substantial tax concessions, Sir Arthur Fadden had to take the hard way of 
raising tax rates, both direct and indirect. These bold steps were made, 


TABLE I 
AUSTRALIAN PUBLIC FINANCE, 1948-52 
(£A millions) 














1951-52 

Public Authority Surpluses or Deficits: 1948-49 1949-50 1950-51 Estimate 
Commonwealth Government - oa i + 70 + 35 + 60 + 200 
State, Semi- and Local Governments .. “ - —- 56 — 96 — 154 — 220 
Housing Authorities oa oa ae ¥. — 22 — 34 —- 50 —- 55 
Marketing Authorities .. - ba - .~« > —- 12 +- 66 —- 50 
Total Public Surplus or Deficit oa -» + 9 — 107 - 78 — 125 

Financed by : 

‘Commonwealth-State public loan issues* .. ~. + 105 + 132 + 113 + 229 
Less Sinking Fund purchases - a i —- 14 —- 35 —- 38 — 177 
Increase in Commonwealth-State funded debt * “i + QI + 97 + 75 + 52 
Increase in Semi- and Local Government debt * - + 22 + 49 + 63 + 68 
Increase in Treasury Bills (held by banks) .. -. — 85 —- 15 + 2 — 
Public Authority borrowing overseas .. — cia - 28 —- 2 — 37 + 25 
Miscellaneous .. oe = be . oe —- 9 —— —- 25 —- 20 
Increase in Public Indebtedness ‘Ke - - 9 + 107 + 78 + 125 





* Excluding debt raised abroad. 


however, at a time when the budgetary position of the public authorities as a 
whole was deteriorating gravely. As a result, as Table I shows, when the 
transactions of all State Governments and other public authorities are brought 
to account, the estimated excess of public expenditure for all purposes over 
revenue was about fA 125 millions. This was a record aggregate deficit for 
a peace-time year—but even this was achieved only after Loan Council cuts in 
State and semi-Government proposed works programmes of over {A 120 
millions, and after a real effort towards economy in Commonwealth expenditure. 

These budgetary measures were accompanied by a tightening of the control 
of private capital issues, and by harsher restrictions on bank credit for industry 
and commerce. The latter have been pressed to the point of causing acute 
uneasiness over a very wide range of business. Nevertheless, the banks in 
recent months have in fact been making advances at a rate almost three times 
as great as in 1950-51. This paradox is explained by the unprecedented demands 
for business finance arising directly and indirectly from a flood of imported 
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goods and the sudden appearance of a large balance of payments deficit. It 
is to the effect of this balance of payments deficit on supply and demand in the 
home markets that attention now needs to be turned. 

In 1950-51, the balance of payments showed a surplus of {A 84 millions 
on current account and, with an inflow of capital, international reserves rose 
by £A 193 millions. In 1951-52, imports and invisibles are likely to be nearly 
{A 400 millions higher, and export receipts nearly £A 300 millions lower; while 
capital inflow will at best be very small, and may be negative. The current 
account deficit and the loss of international reserves may therefore both be of 
the order of £A 600 millions, although it is still too early to estimate the outcome 
with any confidence. Table II shows the trend in past years together 
with an estimate of this year’s outturn. The extraordinary reversal of the 
external finances, occurring within the framework of an internal financial 
system made comparatively inelastic by deliberate decisions of Government 
policy, has caused supplies of goods within the country to be greatly increased, 
against demands held in check by budgetary and other domestic measures. 
For the last few months, therefore, supply seems to have been in excess of 


TABLE II 
AUSTRALIAN BALANCE OF PAYMENTS, 1948-52 
(£A millions) 
1951-52 
1948-49 1949-50 1950-51 Estimate 











Imports f.o.b.  .. ia a ia en ».  — 415 — 538 ~ 7a9 — I100 
Net invisible debits 4a sy ui i .. — 88 — 117 — 165 — 200 
Exports f.o.b. and gold output .. ee .. +531 + 606 + 992 -+- 700 
Balance of Payments .. wa -. + 28 —- 49 + 84 — 600 
Financed by : 

Public Authority lending overseas... a -. + 28 + 24 + 37 + 25 

Private lending, etc.* .. wa a r —- 178 — 259 — 146 (?) 
Change in international reserves ‘a K- -. +178 + 186 + 193 — 575 
Total lending overseas a e ea is + 28 —- 49 + 84 — 600 





* Minus sign indicates capital inflow. 


current demand—despite the very high level of private investment and the 
fact that the income and tax changes of 1951-52, especially as they affect 
woolgrowers, must have hit saving very hard. 

At the same time, the constructional and other investment goods industries, 
which have been the main centre of internal inflationary pressure, are now 
feeling the pinch of financial stringency, not only as a result of the Loan 
Council limits to public works expenditure, but also because of the influence 
on the capital market, in the broadest sense, of the loss of liquidity that is 
the internal counterpart of the loss of international reserves. Table III shows 
the relevant figures for the past three years and estimates for 1951-52. In 
1950-51 the inflow of financial capital from abroad, the expansion of credit by 
the banking system, and private saving provided in all sufficient funds not 
only to finance the public authority deficits and private investment, but also 
to permit a rise of liquid resources in private hands (that is in bank deposits 
and cash) of {A 388 millions. In 1951-52, our rough figuring suggests that 
the expansion of bank credit in all forms would have to approach £A 600 
millions in order merely to hold the level of total liquidity steady at its June, 
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1951, level. If the banking system had limited itself to the 1950-51 rate of 
advances and security purchases (less than {A 200 millions) bank deposits and 
cash outstanding would have fallen in the current year by nearly {A 400 
millions. 

In practice, the demands on the banking system are evidently leading to 
some sort of compromise, with an expansion of credit very much greater than 
last year, but not sufficiently greater to relieve the strain on business liquidity, 
It may be that even now official policy is not rigorous enough (particularly as 
regards support of the bond market) but at least it is clear that for the first 
time since the war credit policy can be made really effective. Business is more 
than ever “in the hands of the banks ”. 

TABLE III 


PRIVATE SECTOR CAPITAL ACCOUNT IN AUSTRALIA 
(£A millions) 








1951-52 

1948-49 1949-50 1950-51 Estimate 
Australia’s borrowing abroad .. oe ww: oe —- 28 -+- 49 - 84 +- 600 
Less Public Authority borrowing a ea . - @ — 107 - 78 — 125 
Increase in Private indebtedness ar .. - & —- 58 — 162 + 475 





Private Capital Account : 


Gross private investment + 411 + 546 + 683 -+ 1000 

















Less ; Allowances for depreciation, etc. , - 112 ~ 164 —- 202 — 180 
Increase in assurance funds .. = a 2 —- 47 —- 54 — 60 
Undistributed profits .. ‘s oa .. —- 80 - 93 ~ 135 ~— II0 
War gratuity, etc. i - ae - ~ 4 _ — 62 — 
Other personal savings aa - - — 192 — 296 - 392 — 175 

Net increase in Private indebtedness... . = I9 - 58 ~- 162 + 475 
Financed by : 
Bank advances ‘i o. - es .. + 58 + OI +- 104 ? 
Net Bank purchases of securities, etc. ‘a .. + 4 + 18 + 89 ? 
Total Bank lending ‘i oa - .. + 62 + 109 -+- 193 ? 
Less Increase in Bank deposits and cash .. 0 = «155 — 280 ~- 3388 ? 

Net finance from Banks ca me - 1. = «G3 - 171 ~ 195 + 575 

Private capital inflow... - - - .. +178 -+- 259 + 146 — 

Less Public borrowing in Australia... a .. - 104 — 146 ~ 113 — 100 

Total Finance - - E ei a - 19 - 58 —- 162 + 475 





The upshot of these changes in internal and external finance has been a 
fairly widespread conversion of the prevailing “ sellers’ markets” for goods 
and services into “ buyers’ markets’”’. Particular bottlenecks and shortages 
remain, some of them of great seriousness. But that vast buzz or murmur, 
which is sometimes called ‘‘ the state of business confidence ’’, has lowered its 
pitch. There is still nothing that could be called unemployment. Applicants 
for unemployment benefit number only a few thousands, and there are nearly 
100,000 unfilled jobs officially registered. Nevertheless, the number of unfilled 
jobs has fallen significantly, and evidence has begun to appear of an appreciable 
drift of labour from the ‘light’ industries (particularly textiles and some 
other consumer trades) into more secure jobs in “ basic ” industries and public 
utilities which have long been badly understaffed. There have even been some 
reports of greater total production being achieved with a smaller Jabour force 
and a smoother flow of materials. 
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This, then, was the position on March 8, when the new import licensing 
system was announced. Up to then some critics were even talking about 
internal deflation, with ‘“ depression unemployment” and all. Since then, 
however, it has been plain to everyone that the true danger lies in the opposite 
direction. If stern measures have just begun to achieve an internal balance 
with an external deficit of the order of {A 600 millions, how can domestic 
equilibrium be maintained when the weight of the import surplus is removed ? 

The licensing of Australian imports accords with the principle of the 
January Conference of Finance Ministers in London that each sterling area 
country should seek at least a balance in its external accounts with the world 
as a Whole in the second half of 1952. But in Australia’s case such a balance 
was in any event necessary, since by June, 1952, international reserves will 
have reached a level so low in relation to the value of trade and the possibilities 
of private capital withdrawals that to contemplate a further drop in 1952-53 
would be foolhardiness. There may be room for argument whether the import 
licensing plan is a necessary means, or the best means, for achieving a balance; 
there can be no argument as to the necessity for the balance itself. 

The elimination of an external deficit of {A 600 millions, with an Australian 
gross national product of about £A4,000 millions, means a loss between 1951-52 
and 1952-53 of the order of 13 per cent. of all the goods and services at present 
being absorbed in consumption and investment (public and private) within 
the Australian economy. In other words, in 1952-53 the public authority 
deficit and gross private investment must together fall by £A 600 millions, 
except to the extent that gross private saving is raised instead. These hard 
sayings are, of course, arithmetical truisms, once the necessary change in the 
external balance is given. The only question is whether they are to be realized 
in the course of a new and more violent domestic inflation, or as the result of 
deliberate Government measures to adjust financial demand to the available 
physical resources. 

It should not, however, be quite as difficult to make this adjustment as 
the figures just quoted might suggest. If the consumption and investment 
levels of 1951-52 were a true reflection of the current underlying demand 
situation, on the basis of existing policies, and if the present import level also 
reflected a competitive equilibrium between local and imported supplies, then 
the Australian prospect would indeed be bleak. Demand would need to be 
retrenched by additional policy measures of truly heroic proportions, and the 
degree of restriction of demand appropriate to internal balance with full employ- 
ment could be reconciled with external balance only by the indefinite main- 
tenance of import licensing (or its equivalent in tariffs or exchange deprecia- 
tion). Fortunately, the text-book conditions that would lead to this conclusion 
are very far from reality in the Australian economy. 

The Australian problem must be considered in terms of process analysis 
rather than comparative statics. The 1951-52 level of imports has not been 
the result of Australian costs becoming uncompetitively high in relation to 
those of oversea suppliers; on the contrary, a large proportion of imports has 
consisted of goods that Australia either does not produce at all, or produces 
at a cost well below the landed cost of competitive supplies. Imports have 
flooded into Australia in order to fill an assumed domestic “inflationary gap, ” 
more or less regardless of normal competitive considerations. The “gap” that 
these imports have reflected was essentially that of 1950-51, when wool incomes 
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were high and ‘“‘ easy money ”’ still prevailed. After the summer of 1951, 
domestic inflationary pressure contracted, but import orders placed many 
months earlier continued to be filled. In part, these orders represented a mis- 
judgment of the local market by Australian importers; in part, a misjudgment 
of delivery dates, which were suddenly advanced in 1951 as Australia became 
one of the few sellers’ markets remaining in international trade. As a result. 
the investment and import figures of 1951-52 contain a substantial element of 
unwanted accumulation of inventories, which will not be repeated in 1952-53 
and which will in fact enter negatively in the accounts of that year as excessive 
stocks are liquidated. In addition, the total of goods and services actually 
taken off the market in 1951-52 included a considerable component that was 
merely a lagged consequence of the income and liquidity position of 1950-51, 
and that also will not be repeated. 

In other words, part of the adjustment in Australian investment and con- 
sumption demand to the resources available with a balanced external account 
is already well on the way, even without new measures of financial policy to 
enforce it; moreover, Australian imports are at present peculiarly sensitive to 
any changes in demand—much more so than if local and imported supplies 
were generally in active price competition. Implicit in this argument is the 
view that, without import restrictions, the Australian external account would 
have been much closer to a balance in 1952-53 than appears at first sight. 
This does not mean that the restrictions were not necessary; they had to be 
imposed, if only as a precautionary measure because importers were beginning 
to anticipate them, and because of the awkward seasonal problem of the move- 
ment of international reserves during the lean export months from June to 
October. Still less does it mean that no new measures to restrict demand are 
required or that the Government will not have to take unpleasant decisions in 
the new situation to which the restriction of imports has given rise. 

The problem of reinforcing and supplementing the financial measures at 
present operating will have to be faced by the Commonwealth Government 
early in the next financial year, when the time comes to frame the 1952-53 
budget and the Loan Council borrowing programme for public works. In the 
meantime, ministers are no doubt already embarrassed by the gleeful reception 
of import licensing by Australian manufacturers, who see in it new opportunities 
for expansion and whose disappointment will not be concealed if these oppor- 
tunities are snatched away by maintenance of official policy denying them 
access to capital and credit. So far, the Government seems to be standing 
firm on this issue, but the real test has yet to come. For as present stocks of 
imported goods are worked off, and the rate of importation declines, the 
liquidity position of business and of the capital market generally will improve. 
If the present degree of financial resistance against excessive investment Is to 
be maintained, it will not be enough to limit the availability of additional 
finance through the banking system or otherwise. It will be necessary t0 
pursue the receding level of imports by progressively reducing the outstanding 
total of finance. Further, it will be necessary to make sure that finance that 
is denied in one way is not supplied in another—for example, by official support 
of the bond market in the face of sales of securities that may be the last link 
in a chain of capital transactions that winds its way around the official financial 
controls. 
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Background to the French Crisis 
By Charles R. Hargrove 


PINAY’S Government has come to office to face a sea of economic 
M troubles. Despite the new $100 millions loan from E.P.U. and the re- 
* cent import restrictions and export subsidies, France’s foreign exchange 
reserves are down to a parlous level. The Exchequer is faced with a Frs. 750 
milliards budget deficit unless taxes can be speedily increased; in fact, in 
order to meet its current obligations, the Government is having to resort to 
new and desperate means of borrowing. The fight to restore confidence in the 
currency and to maintain the exchange value of the franc is still at full heat. 

In these circumstances, the Government’s immediate economic task is 
largely one of staunching leaks in a riddled hull. The emphasis is on expedients 
rather than remedies. But—as France has been rather indignantly reminded 
by overseas opinion in the past few weeks—its ultimate task must be a com- 
plete salvage operation. Two courses for such an operation are usually charted 
by overseas analysts. First, there are those who argue, quite rightly, that 
France’s recurrent crises are due to the unwillingness of successive Govern- 
ments to cut the nation’s coat to fit the cloth available—but without always 
making it clear in what forms of economic activity national expenditure has 
been excessive. Secondly, there are those who argue that the whole trouble is 
that Frenchmen are under-taxed—not, admittedly, as gauged by the taxes 
nominally levied upon them, but as gauged by the taxes that (after widespread 
evasion) they actually pay. 

Both these questions deserve detailed examination. Fortunately, material 
for such an examination has recently come to hand. In the midst of the latest 
financial crisis the Ministry of Finance published an important contribution to 
public understanding of the French economy. It took the form of an Jnventaire 
de la Situation Financiére, which brought up to date a previous inventory that 
covered the period 1913 to 1946. In its six hundred odd pages it translates 
expenditure and tax receipts into francs of 1951 purchasing power by reference 
to the average movement in the wholesale and retail price indices; for example, 
the franc of 1938 is multiplied by 24.65 and the franc of 1945 by 8.96 to equate 
with the franc of 1951. The resulting comparisons yield some surprising and 
interesting results. 

The foremost of these is that they throw into proper perspective foreign 
criticism of French “‘ governmental extravagance’’. The inventory shows 
that although total Government expenditure in 1950 and 1951 was, in real 
terms, respectively 18 and Ig per cent. above the 1938 level, the strictly current 
expenditure was respectively g and 8 per cent. below it. The cause of recurrent 
budget deficits has been the heavy burden of investment, which absorbed 
only 5 per cent. of total Government expenditure in 1938, but accounted for 
40 per cent. of it in 1949, 35 per cent. in 1950 and 30 per cent. in 1951. This 
huge financial effort in the cause of reconstruction and re-equipment would 
not have been possible had not the proportion represented by military expen- 
diture fallen, despite the Indo-Chinese war, from 36 per cent. of Government 
expenditure in both 1938 and 1945 to between 29 per cent. and 27 per cent. 
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in the first six years after the war. It was not until 1951, after the Korean 
outbreak, that the percentage of current military expenditure to total Govern. 
ment expenditure reached 38 per cent., and thus exceeded the pre-war figure. 
Similarly, the proportion of national income absorbed by national defence 
dropped from 8 per cent. in 1938 to between 5 per cent. and 6 per cent. in 
1946-50, but was back to almost 9g per cent. in I95I. 

The deductions to be drawn from these comparisons are evident. They 
confirm the argument of critics such as M. Mendes-France, who have long 
contended that the taxpayer cannot be relied on to finance at the same time 
normal administration, reconstruction and re-equipment, and rearmament. 
Before rearmament started and while Marshall Aid was flowing in—total 
American aid up to June 30 last was almost $2,750 millions—the strain of 
this big investment programme was already great. It has become intolerable 
now. During the past six years gross investment has averaged Ig per cent. of 
national income, whereas between the two wars and before Ig14 it never 
exceeded 13 per cent. 

The paralysis of the private capital market has placed the burden of 
financing this investment programme upon the State, which has had to find 
at least part of the necessary funds by short-term borrowing. One of the tables 
in the inventory shows the proportions of public expenditure that have been 
covered by revenue, foreign loans and American aid in each year since 1945 
and the proportions that have been covered by so-called ‘‘ Treasury resources ”. 
The proportion covered by revenue has risen steadily from 42 per cent. in 
1945 to 82 per cent. in 1951. Treasury resources were responsible for 47 per 
cent. in 1945, but in 1947, 1949 and 1950 averaged 15 per cent. and in 1951 
declined to 13 per cent. 

These ‘“‘ Treasury resources '’ comprise loans of all kinds, but the last 
really long-term loan was issued in 1944; thereafter long-term and mediun- 
term financing of all types has brought in little to the Treasury. Between 
1945 and 1950 total receipts from such loans have amounted to only Frs. 500,000 
and have covered barely a quarter of disbursements on reconstruction and re- 
equipment. The main reliance has been on short-term borrowing from the 
public and from savings banks and other public institutions, particularly after 
1948 when the Bank of France ceased to extend large emergency relief by 
additional note-issues. The Treasury has made a valiant effort to break away 
from the pernicious system, practised consistently during the war and the 
Occupation, of leaning on the banks to enable it to pay its way. One measure 
of its success is the reduction of bank credit granted to the State from 74 
per cent. of the total of bank notes and deposits in 1945 to 41 per cent. in 
1951; another is the reduction in the proportion of the Treasury’s disburse- 
ments financed by bank credit from 25 per cent. to 2 per cent. in the same 
period. Efforts to attract individual savings to special series of short-term 
bonds, running up to three years, have been fairly successful. 

But, despite this, the Treasury has found itself in desperate straits for cash 
from time to time, and has had to fall back on some very curious devices. 
At one time there were Frs. 230 milliards of discountable Treasury drafts 
outstanding in the names of State contractors who could not get paid directly 
in cash. At another time the Bank of France was called upon to mobilize 
Treasury claims on arrears of taxes. In 1950 the Treasury obtained a supply ot 
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cash by borrowing dollars from American banks and forthwith converting 
them into francs. And throughout this period France has, of course, continued 
to count the Marshall Aid counterpart fund as a source of genuine investible 
funds. These peculiar expedients to provide funds for investment that do not 
carry with them offsetting withdrawals from purchasing power have been 
justified so long as they have had a counterpart in saving currently disappearing 
into hoards—so long, that is, as total investment has not exceeded the total 
of current income that is not being used for consumption. But, inevitably, 
once responsibility for running a large part of the investment programme has 
devolved upon the Government, ministers have found all sorts of ‘‘ essential 
reconstruction projects’ to finance. The level of investment has therefore 
galloped away from the level of voluntary savings, and successive Governments 
have tried desperately to bridge the gap by imposing more and more taxes 
on the public—and, when that has failed, by relying on open inflation. 

The burden upon taxpayers has been made heavier by its unequal inci- 
dence. Successive Finance Ministers, faced by the instinctive opposition to 
income-tax, which implies official investigation into the citizen’s personal 
affairs, and by widespread evasion of it, have resorted more and more to 
intensification and multiplication of indirect taxes. Inevitably, this has put 
a disproportionate burden on those living off fixed incomes, and has helped 


TABLE I 
PERCENTAGES OF REVENUE FROM DIRECT AND INDIRECT TAXES 


Taxes on: 1938 1945 1950 
Incomes .. as 64 ~ 24.0 25.5 22.9 
Wealth... - es re 15.1 9.9 5.7 
Consumption - re - 48.4 33.7 61.4 * 
Other = sh - - I1.9 15.9 10.0 

* Including 5 per cent. wage tax transferred from employees to employers in 


1948 and thus made similar to consumption tax. 


to send the level of prices through the roof. Table I shows the percentages of 
revenue contributed by the three large groups of taxes in 1938, 1945 and 1950. 
The greatest single source of revenue is now the turnover tax, which was 
introduced just after the 1914-18 war. By 1938 it was contributing 16 per 
cent. and by 1950 38 per cent. of total budget receipts. It is now divided 
into a tax on production and one on transactions, with normal rates of 143 
per cent. and 1 per cent. respectively. It can be collected on a product at 
every stage of transformation, but it is frequently evaded by the subterfuge 
of transfers in cash; estimates of the costs to the Treasury of this evasion 
tun into many milliards of francs. 

French income-tax statistics throw a vivid light on the continued and 
increasing victimization of salary and wage-earners compared with other 
classes of the community. Farmers, professional men and small businessmen 
practise evasion of income tax.with deplorable success. The wage-earners’ 
share in the total yield of direct taxes rose from 20 per cent. in 1938 to 47 per 
cent. in 1946; since then their grievance has been partly removed by transfer 
of the 5 per cent. flat wage-tax on to the shoulders of their employers, but they 
still bear a full 36 per cent. of the burden of direct taxes. Of the Frs. 1,563 
milliards declared for income tax in 1950, over Frs. 1,000 milliards fell under 
the category of wages, pensions and annuities, Frs. 321 milliards under that 
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of industrial and commercial profits, Frs. 58 milliards under that of the pro- 
fessions and only Frs. 20 milliards under that of agricultural profits. These 
figures are completely out of line with the share of wage-earners and farmers 
in the national income. 

A wit has described French taxation as “‘ fiscal abuse tempered by fraud ”, 
and evasion is rampant whether the incidence is direct or indirect. But it 
cannot be inferred from this—as some foreigners have inferred—that the 
French people as a body are undertaxed. The figures usually quoted by 
overseas analysts exclude the great and growing burden of so-called parafiscal 
taxation—that is, the contributions to social security and the taxes imposed 
for specific purposes, the yield of which is excluded from the official tally of 
national budget receipts. Social security expenditure (which is, admittedly, 
now ahead of social security receipts) was over Frs. 1,300 milliards in 1950, 
compared with Frs. 11 milliards in 1938, and pfarafiscalité proper, that is the 
special taxes for special purposes, raises nearly Frs. 100 milliards a year. 
Table II, which compares the French tax burden (fiscal and parafiscal) with 
that of Britain and the United States, shows that the proportion of French 


TABLE II 
TAX BURDENS IN FRANCE, BRITAIN AND U.S.A.* 
IN PERCENTAGES OF NET NATIONAL INCOME 

France Great Britain U.S.A. 
1940 Ke ee = - 23.5 43.2 27.9 
1950 a i + es 38.6 41.6 25.4 
1951 és be - = 38.2 39.7 27.8 

IN PERCENTAGES OF GROSS NATIONAL PRODUCT 

1946 a - - i 20.2 35.2 23.96 
1950 Ke ss is +i 29.8 33.3 24.0 
I95I os “a - ‘i 29.0 32.0 23.5 


* Including parafiscal taxation. 


national income now taken by taxation is much larger than is generally sup- 
posed; it also shows how rapidly that burden has grown since the war. 
Many people of weight and judgment in France to-day recall that the 
Revolution had its birth in fiscal injustice—and urge present-day politicians 
to remember it. To those who have seen the injustice of the present distribu- 
tion of tax burdens at first hand, Parliament’s determined opposition to the 
haphazard fiscal measures proposed by the last two Governments does not 
appear to be quite so inexcusable as some outside commentators have labelled 
it. The truth is that the whole French fiscal system has proved unequal to 
the strain imposed by two ruinous wars, by prolonged occupation and by seven 
years of governmental instability and financial mismanagement. Its reform 
is at least as indispensable as reform of the Constitution. But although such 
a reform should place a much heavier tax burden on those who now evade 
direct taxes, it does not follow that taxes as a whole should be raised. The 
way to restore budgetary and national economic equilibrium is to cut Govern- 
ment expenditure. And, with current Government expenditure, civil and mill 
tary, now actually 8 per cent. below the pre-war level in real terms, it is quite 
clearly to the Government’s investment programme that the axe of economy 


should be laid. 
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Belgium Fears a Slump 
By Gavin Gordon 


T the recent Lisbon conference the Belgian Government informally 
A sxseestes that the time had come for an economic conference of all 

signatories of the North Atlantic Pact. It proposed that this conference 
should concern itself with problems of trade liberalization and international 
credit—and thus help to settle the future of the Organization for European 
Economic Co-operation and the European Payments Union, two organizations 
whose membership is by no means the same as that of N.A.T.O. This proposal 
to associate N.A.T.O. more closely with European economic affairs was not 
merely a follow-up of the Belgian Foreign Minister’s previous plan to take 
armament transactions outside the E.P.U. clearing and establish a central 
pre-financing fund that would not necessitate a request to Congress for addi- 
tional aid. It was put forward instead on the proposition that the success of 
N.A.T.O.’s rearmament programme may be compromised by the creeping 
advance of a European slump. 

At first sight, this may seem an incongruous suggestion. A further recession 
in consumer goods industries should set resources free for rearmament—not 
make rearmament more difficult. And although it is true that some countries 
could not—without a grave balance of payments crisis—switch resources from 
consumer goods industries that were formerly exporters to rearmament indus- 
tries that are not, this fear of balance of payments crisis might seem to be 
further removed from Belgium than from any other country in Europe. But 
this argument, in the Belgian view, ignores three salient points. First, Belgium 
is suffering from severe unemployment already. Secondly, her overall balance 
of payments position—and particularly her dollar accounts—may be more 
vulnerable to the return of buyers’ markets than is generally realized. And, 
thirdly, the Belgian system of internal financial management makes it very 
difficult for her to take compensatory action against an increase in domestic 
unemployment; some strange manoeuvres to circumvent these difficulties are, 
in fact, now afoot. 

The recession that seems to be creeping over the consumer goods industries 
of the western world was evident in Belgium, especially in the textile indus- 
tries, even before the recent British and French import restrictions were 
imposed. It has now spread to a number of other industries, especially the 
food manufacturing trades that had done exceptionally well while British 
open general licences were in force. The domestic market for consumer goods 
is also languishing, and though unemployment has lately declined for seasonal 
reasons it is still not far short of 300,000, out of an insured population of only 
alittle over two millions. With unemployment also growing in the Netherlands, 
Italy, and Lancashire, the Belgians see cause for wide alarm. 

This may be an unduly gloomy view of the outlook, and even in Belgium 
opinion is divided about it. Many people believe that present difficulties are 
merely a natural reaction from the long period of exaggerated consumer 
buying. But Belgians are acutely aware that their prosperity since the war 
has been due to their good fortune in finding a succession of sellers’ markets. 
The latest phase of this good fortune began in the first months of 1950, when 
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textiles were de-rationed in the Netherlands and the Dutch frontier—where 
no import duties are levied on Belgian goods—was opened quota-free to 
Belgian exporters. This influence had hardly begun to wane when the outbreak 
of hostilities in Korea started the “ buying spree ’ in which traders and con- 
sumers sought, on a rising market, to make exaggerated provision against a 
future of shortages and high prices. In this early post-Korean phase the con- 
sumers for whom Belgium was catering were for the most part Belgian and 
Dutch, but by the time (last summer) that over-stocked warehouses had pro- 
duced a liquidity crisis in the distributing trades throughout Benelux another 
set of influences began to work. The internal inflation in the sterling area and 
France combined with the trade liberalization promoted by O.E.E.C. and the 
automatic credit-granting by E.P.U. to make possible continued high sales of 
European consumer goods. The benefit of this went largely to Belgium as the 
country still retaining sufficient capacity to supply the market. 

The axe has now fallen, partly through Belgium’s own export licensing 
restrictions, which were imposed to keep her surplus in E.P.U. within bounds, 
but chiefly through the import restrictions imposed by France, Britain, and 
the countries of the overseas sterling area. This has brought Belgium to face 
the fact, not only that she depends on export markets but also that, in sending 
goods to these markets, she is a marginal supplier. Her prices and her costs 
of production are high; and this is only partly because of the much criticized 
post-war rise in Belgian wages and social service charges. A number of other 
factors have contributed to the same end, notably the inefficiency of the 
country’s heavily protected agriculture (which inflates the cost of living and 
wages with it), the high price of coal, and a certain lack of social discipline that 
makes high direct taxes uncollectable and reliance on indirect taxes (which 
enter to a disproportionate extent into the cost of production for export) acute. 

Such a basis to the price structure makes it easy to understand why Belgium, 
when markets are good, becomes overweeningly a creditor, but, when markets 
are bad, could become an overall debtor with almost equal force. Since 1950 
this has been obscured. In the last two years, more thoroughly than at any 
time since the war, steel and consumer goods have been booming at the same 
time. But now the red light for the consumer goods industries has appeared, 
and the steel industry, itself marginal because of the high price it pays for coal 
and coke, is faced with carrying an economy that has begun to realize 
that its post-war prosperity may have had a precarious basis. In these circum- 
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stances it is understandable that Belgium has resisted the attempts that have 
been made to persuade her, under various formulae, to contribute more pro- 
duction to the common cause of rearmament on terms that would not involve 
an increase in her surplus. She has refused even to give aid to the extent of 
the aid she has received, pleading in particular her need for dollars to feed her 
industrial machine with essential materials and equipment. The effect of the 
succession of ad hoc arrangements with E.P.U. has been to ration her supply 
of gold and dollars to a point that just suffices to enable her to buy enough 
dollar raw materials to keep her industry at work. This rationing has involved 
her in discriminatory import licensing against dollar goods—though, up to the 
present, this has not been reflected in a lowering of consumption standards. 
The slogan a year ago was “’ Many more guns and just as much butter’’; and 
Belgium's answer to all requests to her to make more sacrifices in the common 
cause has been the promise that she will impose the counterpart of any restric- 
tion on consumption imposed in the United States. 

The road out of recession that Belgium would like to hack for herself would 
be by switching resources from depressed consumer goods industries not to 
rearmament but to internal investment. She has become increasingly aware 
of the need for investment in new industries, and for the extension and re- 
equipment of existing industries, to ensure that she will remain competitive 
in times of moderate buyers’ markets as well as in times of excessive consumer 
spending. But here she faces another difficulty—and one inherent in her 
constitutional mechanism. This is the difficulty of internal finance. 

Even without an expansion of the investment programme the Belgian 
Government seems likely to be an extensive borrower in 1952—chiefly because 
of the increase in military expenditure, which, taking the ordinary and extra- 
ordinary estimates together, is to amount to Frs. 24,500 millions this year, 
compared with Frs. 10,100 millions in 1950 (when national income was Frs. 265 
billions). Last year’s ordinary budget showed a surplus, but only at the cost 
of giving direct taxpayers a 20 per cent. rebate for paying their taxes in 
advance. The system is being continued, but the benefit is necessarily non- 
recurrent. The total budgeted expenditure for the current year is Frs. 91,700 
millions and the estimated revenue Frs. 72,100 millions. The gap is a big one 
and the Finance Minister, M. Jannsen, has estimated that, after getting as 
much as he can reasonably expect from the Belgian capital market, he will be 
short by between Frs. 7,000 and 8,000 millions. This is too big to be covered 
by the usual references to collecting some of the Frs. 30,000 of tax arrears 
outstanding, and the Minister’s estimate was that he would need to borrow a 
full Frs. 2,000 millions abroad. The budget figures, however, date from early 
in November; and, though revenue receipts have not yet shown signs of con- 
traction, the possibility of a shortfall must—in view of the recession in con- 
sumer goods—obviously be taken seriously. Moreover, it seems likely that an 
extra credit will have to be solicited for the unemployment fund. 

It is clear, therefore, that the Government’s borrowing requirements this 
year are likely to be unusually heavy and that they will considerably exceed 
the capacity of the Belgian capital market. To these budgetary requirements 
must be added the Government’s need for extra-budgetary funds, which may 
be required to finance any further E.P.U. surpluses that are not covered in 
gold, owing to the National Bank’s refusal to credit francs against them unless 
the Government provides cover. It is probable that exporters of steel and other 
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goods not yet pinched by the return of competitive conditions will be required 
to provide more of this cover and that more of their proceeds will be temporarily 
blocked. The pot is also being scraped in a search for further taxes, and there 
is talk of yet another retrospective increase in motor licences. Nevertheless, 
it is clear that part of the problem will have to be dealt with by borrowing; 
and, for a country busily earning a surplus in its foreign payments, the quest 
for loans abroad savours of the illogical. 

The special circumstances of the time may therefore call for special measures 
to overcome constitutional difficulties in the way of increased Government 
borrowing in Belgium itself. The National Bank, throughout the post-war 
period, has maintained a valiant opposition to inflation; and it is most unlikely 
to subscribe to any proposal that it should seek authority to lend money to the 
Government in excess of the present ceiling of Frs. 10,000 millions (of which 
three-quarters has already been lent). The Bank is precluded by its constitu- 
tion from pursuing an open market policy and, in the face of the huge item 
represented by the credit balance in E.P.U., it has only managed to continue 
re-discounting a commercial bill portfolio two-thirds the size of its holding at 
the beginning of last year—and that at the cost of allowing the note circulation 
to rise from Frs. 88,000 millions to Frs. 94,000 millions. As things stand, the 
National Bank’s established interpretation of its functions clearly precludes 
its direct connivance at any expansion in the credit base. 

Under present regulations the commercial banks are required to hold some 
60 per cent. of their deposits in Government bonds. If their deposits can be 
increased, a market for new Government borrowing is automatically created. 
Is there any way in which such an increase in deposits can be secured without 
presenting a challenge to the National Bank to offend against its sacrosanct 
ceiling on direct lending to the Government ? In Belgium’s peculiar circum- 
stances a means to thisend does exist, through the Institut de Ré-escompte et 
de Garantie (popularly known as the I.R.G.). 

The I.R.G. was founded in 1935 as a “ parastatal ’’ body designed to make 
a reality of the bill market in a country distinguished by the mutual distrust- 
fulness of its citizens. It is partly a broker, bills being traded from bank to 
bank while they still remain in its strong-boxes lest one bank should discover 
the name of another’s customer. It also borrows (under State guarantee) vir- 
tually all the day-to-day funds available in the market, and uses them to buy 
bills for its own portfolio. It normally holds these bills to maturity, but, if 
the need arises, it will endorse them (again under State guarantee) for re- 
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discount at the National Bank. Its other important function is to open re- 
discount credits in favour of banks, in effect undertaking to re-discount 
promissory notes given by customers—as, for example, to finance a long-term 
manufacturing contract. 

The I.R.G. is thus the central and indispensable figure in the bill market, 
but its activities are limited by the extent of the State guarantee. In 1951 
there was a heavy call on its facilities, and the guarantee was raised in July 
from Frs. 6,000 millions to Frs. 8,000 millions. This made resources available 
by dint of which the commercial banks had, by the end of the year, raised their 
holding of trade paper from Frs. 7,350 millions to Frs. 9,500 millions; and 
their deposits, which had shown little expansion for many months, rose simul- 
taneousiy from Frs. 53,800 millions to Frs. 58,800 millions. As a consequence 
of this rise in deposits, the banks’ holding of Government bonds rose by 
Frs. 3,000 millions to Frs. 39,000 millions. 

A bill has now passed through the committee stage of the Chamber to 
increase the State’s guarantee for I.R.G. to Frs. 12,000 millions. With the 
consumer goods industries depressed there is unlikely to be an automatic 
demand for bill facilities equal to that of last year, but the Government can 
quickly stimulate the demand for re-discount credits by putting in hand the 
reconstruction and re-equipment work for which there is so clear a need, 
including the capital works for defence and other purposes covered by the 
extraordinary budget. The finance for these projects would then emerge from 
the other end of the sausage machine in the form of the banks’ increased 
holding of Government bonds. There is, of course, a snag in this neat exercise 
in self-consolidating finance—in a country where the National Bank’s constitu- 
tion is supposed to guard against self-consolidating finance at all. These 
operations may create a volume of market paper with which the National 
Bank may be unable to deal, unless E.P.U. credits are repaid or a major 
expansion in the note issue takes place. But the device is one that avoids an 
open affront to the National Bank’s constitution—and, in the present delicate 
situation, this is important. 

The expansion in I.R.G.’s basic resources is apparently to be associated 
with a scheme for restoring to the commercial banks their pre-war activity of 
carrying through transactions in foreign exchange without the intervention 
of the Ministry of Finance or the National Bank. The means to this, under 
post-war international institutions, is far from clear. “There is a note of it, 
however, in the Chamber Committee’s report on the Bill relating to I.R.G., 
though the rapporteurs have contented themselves with recording an equivocal 
answer as to who would carry the exchange risk. 

These odd internal manoeuvrings are of considerable importance to the 
outside world. Hitherto Belgium’s main complaint to her European neigh- 
bours has been that the big credits she has granted to E.P.U. are in effect the 
product of unrequited exports and, as such, a call on her savings that her 
financial institutions are not equipped to neutralize. From now on her main 
aim may be to urge that trade liberalization should be restored and clearing 
atrangements simplified so that she may be able to convert some of her pre- 
viously unwanted credit balances in E.P.U. into capital equipment for her 
industry. It is for this reason that she is urging a conference to settle the 
future of O.E.E.C. and E.P.U. She is anxious to see the future of these 
European institutions settled in the way she thinks they should go. 
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a Suspending ” the T.D.R.s 


OR the first time since the middle of 1940, the banks now find themselves 

without any loans to the Treasury against Treasury deposit receipts. At 

the date of the clearing banks’ make-up for February, the latest for which 
figures are available at the time of going to press, their holding was down 
to {14} millions. By the end of that month it ran off entirely, so that the 
Treasury’s borrowings on floating debt from the banking system now consist 
wholly of Treasury bills. 

This exhaustion of the T.D.R. issue had been generally expected, and was, 
indeed, foreshadowed in THE BANKER last month. The last call upon the 
banks for loans against T.D.R.s was made at the end of September, and at 
the time of the launching of the new monetary policy early in November the 
authorities refrained from giving any indication of the way in which rates 
for T.D.R.s would be adjusted to the new pattern of flexible bill rates. The 
rates for the then outstanding £175 millions of T.D.R.s were not, of course, 
in question; they remained at the level of 3 per cent. that had obtained ever 
since the Daltonian reduction (from 1} per cent.) of October, 1945. Hence the 
silence of the authorities last November made it quite plain that, for the time 
being at least, no new issues were contemplated. Thereafter, as each successive 
block of maturities was allowed to run off, it became virtually certain that 
the whole issue would be extinguished during the current year’s season of 
revenue surpluses. The banks remained in doubt, however, whether this por- 
tended a final winding-up of the T.D.R. system. Several commentators did, 
indeed, jump to this conclusion; but, as we pointed out last month, it was 
unrealistic to expect the authorities to relinquish completely a device that has 
been of such special value to them in the past. 

So it has proved. Just before the last batch of maturities expired, the 
Chancellor wisely decided to reveal something of his intentions. He explained 
that, although at this time of the year seasonal and other factors would produce 
a “‘ suspension ”’ of borrowings on T.D.R.s, “‘ the scheme retains its usefulness ”’. 
Accordingly, “‘ the arrangements between the Treasury and the bankers con- 
cerned will not be terminated’; . . . “if and when the need arises, it may 
well be brought into operation again '’. So far, so good. It is right and sensible 
to keep the mechanism in being, as a precaution against future contingencies. 
Nobody, however much he may dislike T.D.R. borrowings under present con- 
ditions, can reasonably feel aggrieved at the continuance of the system on a 
care-and-maintenance footing—even though it is still uncertain whether the 
means of keeping it in working order will or will not include the making of 
‘token ”’ issues during the seasons of Exchequer deficits. 

The banks all hope, however, that if any new calls are made for money 
against T.D.R.s, they will be confined to the minor sums that would be appro- 
priate to the limited objective of preventing the mechanism from rusting. 
Many of them, indeed, while admitting that the T.D.R. system might be 
necessary and useful in a future emergency, would declare that it was allowed 
long to outlive its usefulness. Some would be suspicious even of a recourse to 
token issues, on the argument that, if any issues at all were being made, they 
could never feel sure that the authorities would not suddenly resort to more 
substantial borrowings as an adjunct to other methods of monetary discipline, 
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instead of keeping the system in reserve for emergencies. This general dislike 
of the T.D.R., an inflexible substitute for the highly flexible Treasury bill, 
has, of course, been sharpened by the new monetary policy, with its restoration 
of conditions in which the banks have to look to their liquidity ratios. But, 
for the benefit of students or others who have not closely followed the post-war 
evolution, it should be emphasized that the dislike itself is of long standing. 
The suspension of T.D.R. borrowing at this juncture, though entirely 
appropriate to the new monetary policy, should not, therefore, be regarded 
merely as another manifestation of that policy. Long before there seemed any 
prospect of a departure from the pattern of pegged money rates, the authorities 
themselves had plainly accepted the argument that a large corpus of T.D.R.s 
in the floating debt was inappropriate to conditions in which the net new 
demands for bank credit came mainly, not from the Government, but from 
manifold borrowers in the private sector of the national economy. The last 
major switch of Treasury borrowings from T.D.R.s to bills, which took place 
in 1949-50, was launched at a time when the banks’ ratio of true liquid assets 
—cash, call money and bills—had already been fully restored to its pre-war 
level; this move, so far from being dictated by the essential needs of the 
banking system, actually created a glut of liquidity, the glut that had to be 


TOTAL T.D.R. ISSUE : POST-WAR FLUCTUATIONS 
(f° millions) 


1945 1946 1947 1945 1949 1950 1951 

High 3 $4 2225 1798 1686$ 1511 14723 830 500 

Sept.7 Sept.21 Jan.11 Dec. 31 Jan.8 fan.6 Jan. 5 

Low + .. 16364 13703 12523 1201 7523 350 119 
Dec. 31 June8& Oct./Nov. Fed, 28 Oct. 1 June 23 Dec. 31 

Dec. 31 .. .. 16363 16763 1402} I511 872 525 119 


mopped up by last November’s funding operation. Quite plainly, the tactics 
of 1949-50, inscrutable though they seemed to some at the time, were inspired 
simply by general dislike of the T.D.R. system, by the feeling that it was an 
emergency system that ought to be greatly reduced, if not completely discon- 
tinued. This switching reduced the total outstanding issue from nearly £1,260 
millions in mid-1949 to £350 millions by mid-1950, and raised the clearing 
banks’ ratio of money market assets to deposits from 21 per cent. to nearly 
33 per cent.* For the following twelve months there was a pause in the process 
of getting rid of T.D.R.s; but the further decline that began in the early 
autumn of 1951 (when the total was already down to £290 millions) suggested 
that the issue might have been allowed to run off entirely this spring even if 
there had been no change of Government and no change in monetary policy. 

The T.D.R. was, in fact, an instrument suited only to conditions in which 
the Government was a large and constant borrower from the banking system; 
and these are conditions that ought never to obtain except in war. Indeed, in 
the first instance, the system was devised not merely to meet the convenience 
of the Treasury for large borrowings from the banks but to ensure that such 
borrowings could take place, if need arose, in the extreme emergency of appre- 
hended invasion, through a nucleus organization of an evacuated and decen- 








_* For a full discussion of the launching of this switching process, see ‘‘From T.D.R.s to 
Bills’, in THE BANKER for October, 1949. 
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tralized banking system. It was in any case imperative to ensure that the 
huge stream of funds generated by Government spendings returned as rapidly 
as possible to the Exchequer—in transfers of tax moneys, public loan and 
savings subscriptions or residual borrowings from the banks. The flow of these 
residual borrowings was so large that it was inevitable that part of it should 
short-circuit the discount market; but if the central organisms of the banking 
system had been forced to work outside London, it would have been utterly 
impossible to operate a complex mechanism, and in that event the discount 
market would have been by-passed altogether. The T.D.R. device, which could 
be operated by book-entries in response to telephoned directions, would have 
substantially displaced physical and negotiable instruments such as the 
Treasury bill. 

Although, happily, the T.D.R. never had to be put to this ultimate test, it 
quickly proved itself to be a valuable instrument of war finance. It was 
never popular with the banks—and still less so, of course, with the discount 
market, which for a time feared that the forging of a direct link between the 
commercial banks and the central bank would seriously endanger the market’s 
future. Under war-time conditions, however, the technical disadvantages of 
the T.D.R. were not obtrusive. Its distinctive characteristics were its non- 
negotiability and the fact that the amount of each call for funds depended on 
the will of the authorities. The participating banks, collectively, were left with 
virtually no choice; they had to provide whatever amount was sought by the 
authorities. Thus, although the loans ran nominally for six months (in recent 
years, there have been T.D.R.s for five and seven months as well), in practice 
the funds were locked up for an indefinite period—subject only to the right of 
the banks to “ pre-encash’’ them up to the amount of their own or their customers’ 
subscriptions to any Government securities currently available on tap. During 
the phase of continuously rising borrowings by the Government and, therefore, 
of continuously rising bank deposits, this technical lock-up of assets did not, 
however, cause the banks any real inconvenience. Since aggregate private 
borrowings from the banks were either declining or roughly stabilized, the only 
large or sudden strains upon cash reserves came from the spasmodic surges of 
funds into “ tap”’ securities, notably during the “ savings weeks’; and on 
these occasions the pre-encashment facility met the banks’ needs automatically. 
It saved them from a loss of cash, but could never be used as a means of aug- 
menting their cash. Since early 1947, when the last tap issue was suspended, 
the T.D.R. has lost even that limited flexibility—except to the minor extent 
to which pre-encashment might be worth while to provide for transfers into 
tax reserve certificates. Long before the increase in Bank rate, it was being 
said that only one item in a bank balance sheet was less liquid than a T.D.R. 
—its premises. 

Now that monetary orthodoxy has been restored and the banks are again 
obliged to watch their liquid assets ratio with care, any considerable use by the 
Treasury of T.D.R.s would be undesirable in the extreme. In particular, of 
course, a T.D.R. issue that was designed to prevent an expansion of bills (and 
thus of liquidity ratios) at a time of seasonal budget deficit (or of balance of 
payments surplus) would be a complete negation of the principles of the market 
place on which the new monetary policy is—or ought to be—founded. The 
proper way to control liquidity ratios in such conditions would be by floating 
a new funding loan on the market. 
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Prospect for Welsh Industry 
By FE. Victor Morgan 


Professor of Economics, University College of Swansea 
S 


the changes that have taken place in the Welsh economy since the war and 

attempted to forecast the effects of rearmament on Welsh industry. The 
general pattern since then has been very much as expected. On one hand there 
have been big defence contracts ; on the other there has been some contraction 
in the demand for consumer goods—especially in the radio industry—combined: 
with shortages of materials and key men for other types of work. On the whole, 
however, the amount of dislocation has been less than the pessimists feared, 
possibly because the pace of rearmament has been slower than was originally 
planned; and the past year in Wales has been one of general prosperity, with 
unemployment touching a new low in the summer of 1951. But Wales was still 
riding last year on the crest of an investment programme which, by contrast ta. 
the rest of Britain, was a heavy one. Much of this investment—especially in 
the coal and metal industries—has a high national priority. Inevitably, how- 
ever, the prospects for Welsh industry must now be considered against the 
background of the uncertainty generated by the new curtailment of investment 
outlays in Britain as a whole. 

The coal and steel industries are still the foundation of the Welsh economy, 
though they now employ only about a quarter of the working population, com- 
pared with about half before the war. Further progress was made last year in. 
the mechanization of the coalfield, and there has been an increase both in the 
number of trunk belt conveyors and in pneumatic stowing. Good progress is. 
reported from the large reconstructions at Maerdy, Nantgarw, Llanharan and 
Ffaldau, and further large schemes are under way at the Cwm and Cefn Coed 
collieries. The latter is part of an ambitious programme by the National Coal 
Board for the rehabilitation of the anthracite area. A second stage in this. 
programme is due to begin shortly with the sinking of the first shaft for the very 
large new colliery at Cynheidre in the Gwendraeth valley.. The pit will, of course,, 
be planned for mechanical mining from the start, in sharp contrast to most 
pits in the area which are old and ill-designed for modern techniques. These 
will be the first new shafts to be sunk in the Welsh coalfield for more than a 
generation. 

Further progress has been made in dust suppression, and 98 per cent. of the 
face which is not naturally wet is now wet-treated. These developments have 
brought a sharp decline in the number of new cases of pneumoconiosis, though 
changes in the regulations make exact comparison difficult. Most cases of the 
disease are now diagnosed in the very early stages, and it is considered safe for 
many of those infected to return to the mines in approved conditions and 
under regular medical supervision. The control of pneumoconiosis has, of 
course, a direct bearing not only on the health and happiness of those at present 
in the industry, but on the pressing problem of recruitment. In this, too, there 


Tite last review of Welsh affairs in THE BANKER, in May, 1951, surveyed 
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has been an improvement. In two and a half years from the middle of 1948 to 
the end of 1950, the labour force in the South Wales field fell by nearly 9,000, 
but this ominous trend was reversed early in 1951, and since then there has been 
a gain of several thousands. Labour relations, too, have been somewhat better, 
though they still leave much to be desired. All this is highly encouraging, but 
on the other side of the account it must be recorded that output per man-shift 
is well below the national average, and that it actually fell very slightly during 
1951. It is in the nature of the South Wales field that the coal is hard to win, 
but, even so, productivity cannot be regarded as satisfactory. 

In the steel industry, both the Margam strip mill and the Trostre cold 
reduction plant have begun operations during the past year, though they will 
not be working to full capacity for some time. These great events have been 
somewhat overshadowed by shortages of labour, iron ore and, especially, scrap. 
The difficulties over raw materials in the past eighteen months have arisen 
fundamentally from the fact that world steel production, and particularly that 
of the United States and Germany, has been much greater than was expected. 
Both these countries, which had been exporters of scrap, have become com- 
petitors for scrap and ore in other markets. The scrap position seems unlikely 
to ease for some time, and ore too will be scarce, at present rates of world 
production, until the new projects for mining in Labrador, Venezuela and North 
Africa come to fruition. These troubles, of course, affect the British steel in- 
dustry as a whole, but Wales, with its traditional dependence on a high propor- 
tion both of scrap and of imported ore, is even more vulnerable than other areas, 

It was, of course, intended that the developments at Margam and Trostre 
should eventually replace some of the older works, both steel and tinplate, in 
the area, but the closure of old works has been accelerated by the shortage of 
materials. Three West Wales steel works at Gorseinon, Landore and Briton 
Ferry, were closed in May, 1951, and the bar mill at Port Talbot is threatened 
with closure in the near future. In the tinplate section demand is still far in 
excess of supply. Lack of labour as well as shortage of steel has prevented the 
pack mills from working to full capacity. Output, after running at a very high 
level during the first half of 1951, has since declined slightly. Export demand 
has been strong, and supplies to the home market have been strictly limited. In 
spite of the building of plant in a number of foreign countries, the world demand 
for tinplate seems to be expanding faster than capacity, and there is a strong 
case for the building of a second cold reduction plant in South West Wales. 
This, however, is the sort of project that seems likely to be held up by the 
restriction of the national investment programme, and it could not, in any 
case, come into operation for a number of years. Meanwhile, if labour and 
materials are available, the old mills, which once seemed doomed on the opening 
of Margam and Trostre, are assured of a new lease of life. 

Among non-ferrous metal industries, aluminium has risen to considerable 
importance in recent years, and six Welsh plants now fabricate about one-third 
of the United Kingdom output. Extensions have been made at the Mond nickel 
works at Clydach to enable it to handle residues, which were formerly sent to 
Canada for treatment, and new zinc smelting furnaces are being provided at 
Swansea. The rise in the world price of zinc and lead has created a new interest 
in domestic sources of supply, and several derelict mines, chiefly in North Wales, 
have been re-opened. 
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The main features of the Government plans for introducing new industries 
into the Development Areas of South Wales and Wrexham have been described 
in earlier articles in THE BANKER. The past year has seen little more than the 
finishing-off of projects that were already virtually complete. The original 
programme called for the creation of 150,000 new factory jobs in addition to 
those existing in 1937, but this was based on an over-estimate of the labour that 
would be available. By June, 1951, the number of new jobs provided was only 
121,000, yet unemployment was less than 21,000 for the whole principality, and 
there was an acute shortage of most able-bodied workers. Of the new factory 
jobs since 1937, it is estimated that 75 per cent. have been provided since the 
passage of the Distribution of Industry Act, 1945. About 80,000 are for men 
and 40,000 for women. Fears have been expressed from time to time that some 
of the new undertakings may be hothouse plants that would have difficulty in 
surviving in a normal economic climate. This will not really be known until 
Britain has undergone a more substantial disinflation, but a minor test has been 
provided by the recent decline in the demand for some durable consumers 
goods. So far the results have been encouraging. Some firms have had to curtail 
operations, but there have been very few reports of closures and, when workers 
have become redundant, they have usually been absorbed fairly quickly else- 
where. Part of the credit for this is, no doubt, due to defence contracts, for 
which firms in Development Areas receive a measure of preference, but the last 
reported figure for these contracts ({10 millions, excluding work at Royal 
Ordnance Factories in June, 1951) represents only a modest proportion of the 
total output of factory industry. 

The first half of 1951 brought a sharp drop in unemployment, and in June 
there were only 20,660 registered unemployed in the whole of Wales. There 
was a slight increase in the second half of the year, and the December figure was 
24,400, comprising 15,000 men and 9,400 women. The male unemployed are 
chiefly the old and the disabled. The proportion of disabled persons is, of course, 
unusually large. In June, 1951, there were more than 60,000 on the official 
register, and it is known that there are many more who are qualified for the 
register, but who prefer to seek jobs for themselves in the ordinary labour 
market. Much progress has been made in finding jobs for these people—both 
in the subsidized Grenfell and Remploy factories and elsewhere—but there were 
still 8,700 of them (6,900 over 41) included in the unemployment figures for 
June, 1951. Unemployment among the able-bodied is also concentrated in the 
older age groups. It can be seen, therefore, that in the summer of last year 
there was virtually no unemployment among young and able-bodied men ; 
a little has appeared again in recent months, but it is very transitory in nature 
and for most jobs there are still plenty of unfilled vacancies. The number of 
unemployed women is still higher, proportionately, than in most other parts of 
the country. In spite of the provision of 40,000 new factory jobs, employment 
opportunities for women are still below average, and it seems that the creation 
of new opportunities brings more female workers into the market. Evidently 
there is still some reserve of women who did not formerly regard themselves as 
candidates for jobs, but who are being induced to enter the labour market by 
the new conditions. 

_ One consequence of the post-war industrial expansion has been a rapid 
Increase in the demand for power. Consumption of electricity in South Wales 
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per head of the population is already about 50 per cent. above the national 
average, and demand is still expanding. It is estimated that the Margam plant 
alone, when in full operation, will use 300 million units a year. Work on the 
new power stations at Uskmouth and Carmarthen Bay has been delayed by 
difficulties in obtaining plant, but has lately been going on faster. Plans exist 
for two further large steam generating stations, but it seems unlikely that 
construction will be started for a while. The consumption of gas is also increas- 
ing rapidly, and large new supplies are becoming available from the coke ovens 
of Margam and Nantgarw. For the distribution of gas from these and other 
sources, a grid system involving the construction of over 180 miles of main is 
nearing completion. 

The past year has seen a further recovery in the trade of the South Wales 
ports. This trade has traditionally been dominated by coal; in 1938, by no 
means a prosperous year for the coal trade, no less than 19.6 million tons of 
the 24.6 million tons of merchandise handled at the ports (both for export and 
import) were coal exports. The present rate of exports is little more than a 
third of the pre-war level, and in recent months there have actually been small 
imports of American coal. The continued shortage of coal for export means that 
much specialized equipment is lying idle, and this inevitably creates a serious 
problem for the ports. On the other hand, the expansion of the oil refinery at 
Llandarcy has brought a big increase in tanker trade, both inbound and out- 
bound, at Swansea. The new blast furnaces at Margam will use large quantities 
of imported ores, and work is in progress to equip the Port Talbot docks to 
handle large ore carriers. General cargo traffic has fluctuated a good deal, but 
on the whole it is running at above pre-war levels. The net result is that, in 
spite of the decline in the coal trade, the total tonnage handled by the ports is 
now about 80 per cent. of pre-war, but there has been a big change in the 
distribution of trade. Swansea is busier than it has ever been, and now handles 
nearly half the seaborne trade of South Wales, but Cardiff and Barry have 
found little to compensate for the loss of their coal exports, and their operations 
are still on a greatly reduced scale. ; 

The key to the increase in the general cargo traffic of the Welsh ports, and 
to many other developments too, is the improvement of communications with 
the Midlands. Investment in this direction has been affected by the general 
restrictions, and very little progress has been made. The Neath by-pass road 
has been held up by lack of steel for bridges, and it has not been possible to 
make a start on such major long-term plans as the opening of a by-pass for 
Port Talbot, a bridge over the Severn and a new trunk road to the Midlands. 
The whole scheme for improved communications would cost £25 millions. It 
has been estimated that the loan and maintainance charges (with interest at 
4 per cent.) would amount to £2 millions a year, and that the saving, even with 
the present volume of traffic, in tyres, petrol and wages, would be at least 
£3 millions. Here again is a project that will inevitably be retarded by the new 
capital cuts, but it should have a high priority when it becomes possible to 
increase the amount of investment again. It would be fully justified financially 
at any reasonable rate of interest, and there is no doubt that it would play a 
big part in consolidating the industrial achievements of the past few years and 
paving the way for further developments. 
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International Banking Review * 


Argentina 


RESIDENT PERON has announced his intention to freeze prices—when his 
Paeconomic advisers have succeeded in reducing those that have risen unduly 

during the past two years—and has also ordered the drawing up of new salary 
lists. He pointed out that in the past two years many retail prices had risen by 
§o per cent., whereas salaries had remained stable. 

The Central Bank has announced that the rate of exchange for the purchase 
of the proceeds of meat exports has been increased from 14 to 31 pesos to the f. 
The change will benefit only the Government’s bulk trading organization unless it 
is passed on to farmers in the form of an adjustment in the prices the organization 
pays for meat purchases. 


Australia 


To check the drain on the country’s external reserves the Government is cutting 
imports by 50 per cent. from the levels reached in the fiscal year to June 30, 1951. 
The cuts in the separate categories of imports will range from 20 to 8o per cent. 
The new control will be operated by a licensing system covering all classes of goods 
except a few minor items. 

Announcing this drastic action, the Prime Minister, Mr. Menzies, declared that 
unless something was done Australia would have a trade deficit of {A 600 millions 
in the fiscal year ending next June, which would reduce Australia’s overseas sterling 
balances to {A 300 millions, compared with {A 843 millions in June, 1951. The 
import cuts would apply to sterling area supplies as well as to goods originating in 
other countries—on the ground that it was impossible to restore equilibrium without 
reducing imports from Britain. 

The Government is taking steps to ease restrictions on capital issues and to 
permit more liberal lending arrangements by the trading banks. This is to provide 
additional capital for essential undertakings. 


Brazil 


The Brazilian Government has purchased U.S. dollars to the value of $37.5 
millions from the International Monetary Fund. The money is to be used to deal 
with the deficit in the country’s dollar payments caused by the failure of the 
Argentine wheat crop and the consequent need for Brazil to buy supplies from 
dollar sources. The Fund has been told that Brazil expects to return the dollars 
to the Fund within a reasonably short time. Imports from the United States 
are being limited to $50 millions a month, a cut-back of about a third from the 
1951 level. 


Canada 


The Finance Minister, Mr. Abbott, has announced that the agreement con- 
cluded between the Government and the chartered banks in 1946 concerning 
the banks’ holdings of Canadian Government bonds has been terminated. The 
agreement stipulated that the banks should limit their holdings of Government 
bonds to not more than go per cent. of their savings deposits. It also restricted 

to a moderate profit ’’ earnings on such investments in excess of the operating 
costs on savings deposits. 

_ Mr. Abbott pointed out that, as a result of the marked changes in the banking 
situation since 1946, the banks’ advances and holdings of non-Government 








* Other current international banking news is discussed in “‘A Banker’s Diary ”’, on pages 177-182. 
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securities had risen sharply. The ratio of holdings of Government bonds to savings 
deposits had dropped accordingly, the current average for all the banks concerned 
being about 56 per cent. The 1946 agreement had therefore ceased to have any 
meaning and there seemed little likelihood in the foreseeable future of a recurrence 
of the conditions that made it desirable. 

According to the annual return to Parliament, the Dominion’s chartered banks 
in the 1951 fiscal year had operating earnings totalling $315.8 millions and operating 
expenses of $266.2 millions. Of the $49.6 millions available after covering expenses, 
$17.3 millions was paid to stockholders in dividends. 


Chile 
The foreign currency budget for 1952 estimates that receipts and expenditures 
will be in balance at the equivalent of $448 millions, after taking account of a 
deficit of $50 millions brought forward from 1951. The adjusted figure for 1951 
was $365 millions. Receipts from mining activities are expected to be at a higher 
level in 1952 than in the previous year and receipts from the inflow of capital are 
expected to be nearly doubled at $42 millions. Income from the export of farming 
products is put well below the 1951 figure, while expenditure on food imports is 
shown at a materially higher level. 
The rates of exchange fixed for conversion of the proceeds of agricultural 
exports have in general been fixed at a higher level than in 1951 to take account 
of the fall in the value of the Chilean peso. 


China 


The chairman of the Hongkong and Shanghai Banking Corporation, Sir 
Arthur Morse, has announced that the bank’s offices in China at Tsingtao, Tientsin, 
Peking and Swatow have been closed or are in process of liquidation. In Shanghai 
the bank now has only four foreign staff members and business is at a standstill. 
Trading arrangements with China—both imports and exports—are now very 
largely in the hands of Chinese Government departments or their agents, and to 
the extent of 70 or 75 per cent. China’s foreign trade is with the Soviet Union 
and the Eastern European countries. Banking is coming more and more under 
Government control, not so much in the Western sense as on the Russian pattern. 


Egypt 

The new Finance Minister, Dr. Zaky Abdul Mutaal Bey, has stated that his 
examination of the country’s economic position has revealed four serious weak- 
nesses: Large stocks of cotton remain unsold; the balance of payments shows a 
growing deficit; there is an unexpectedly heavy drain on sterling reserves; and 
the budgetary deficit is growing more rapidly than had been estimated. The 
Minister disclosed that if an important part of the existing cotton stock remained 
unsold at the end of August, it would not be possible for the central bank and the 
commercial banks to finance the new crop, and a serious internal crisis would arise. 
There would also be a further deterioration in the country’s balance of payments. 
At the end of 1951 imports were running nearly f{E 40 millions per annum ahead of 
exports and there has been a further widening of the gap since then. This has 
caused a serious decline in Egypt’s sterling balances; the balances on the freely 
available Egyptian No. 1 Accounts have fallen to £E 20 millions, half of which 
is already committed. 

The Minister expressed the hope that a return to more normal conditions in 
Egypt’s foreign trade would lead to some improvement in the next few months. 
But he stated that this possibility could not be relied upon fully to restore the 
position and there would therefore have to be a severe economy programme. 
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France 


The Managing Board of the European Payments Union has agreed to grant 
France a direct emergency loan of $100 millions. An earlier plan for Belgian aid 
to France for a similar sum through the transfer to France of Belgian E.P.U. 
balances has been abandoned because it would be contrary to the basic principle 
of E.P.U. as a multilateral clearing house. The advance, which will enable France 
to draw less heavily on gold reserves for settling her deficit with E.P.U., will have 
to be repaid by France at the close of the E.P.U. settlement for June next. 

The quarterly report on available funds and bank credit prepared by the 
National Council of Credit shows that the total money supply in France increased 
by Frs. 176,000 millions in the fourth quarter of 1951, that is by about the same 
amount as in the corresponding quarters of the two preceding years. There was a 
heavy drop during the period in foreign exchange funds but a considerable increase 
in internal monetary resources. 


Germany 


Under an agreement concluded with the United Kingdom covering trade 
arrangements between the two countries during 1952, Western Germany has 
increased certain quotas for imports from the United Kingdom and the colonies 
tosubstantially above the 1950 level, the last normal trading year. United Kingdom 
quotas for imports from Germany are similar to those established by the 1950 
and 1951 agreements. The official expectation is that the new pact will materially 
reduce the present heavy United Kingdom deficit with Western Germany and 
perhaps eliminate it altogether. 

Under an agreement concluded with Switzerland, German war-time assets 
totalling Swiss Frs. 280 millions are to be released. German assets in Switzerland 
are estimated to amount to Swiss Frs. 400 millions, but Swiss Frs. 120 millions 
have to be kept back to meet Allied claims for indemnities. 

Plans are being drawn up for encouraging exports to dollar countries by creating 
import-claim vouchers in respect of shipments to dollar countries. These would 
entitle the exporter to withhold a third or more of the dollar proceeds of his exports 
and use these amounts for the import of “‘ special category ’’ goods from dollar 
countries, 


India 


The “ caretaker ’’ Budget presented to the outgoing Parliament by the Finance 
Minister, Sir Chintaman Deshmukh, made no changes in the tax structure, the 
Minister indicating that such changes as were considered necessary would be 
presented to the new Parliament expected to assemble in May. At existing tax 
rates the year’s revenue in 1952-53 was estimated at Rs. 4,250 millions and expen- 
diture at Rs. 4,063 millions. Almost half the year’s expenditure is accounted for 
by defence allocations. The ordinary budget provides for a surplus of Rs. 187 
millions, but after taking into account the Government’s capital expenditures and 
receipts there would be an overall deficit of Rs. 56 millions. 

The Minister declared that the balance of payments was not likely to be any 
better in 1952 than in 1951. 

The President of the World Bank, Mr. Eugene Black, has stated that he will 
recommend a “ substantial ’’ loan to India to help develop the country’s resources 
through the five-year programme. 

Letters have been exchanged between the Indian Finance Minister and the 
U.K. Chancellor of the Exchequer extending the financial agreement that expired 
on June 30, 1951. The new extension formalizes the agreed programme of releases 
from India’s sterling balances during the Colombo Plan period and sets at rest 
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Indian fears that the election of a Conservative Government in Britain might result 
in a change of British policy in relation to India’s sterling balances. 


Israel 


The Budget estimates for the fiscal year 1952-53 provide for total expenditure 
of {I 168.5 millions, an increase of {I 55 millions compared with the figure for 
1951-52. The total, which is expected to be covered entirely from internal revenue, 
includes expenditure on defence and defence development, but not expenditures 
on other capital development. 

To aid economic recovery and encourage investment and exports the Govern- 
ment has introduced a triple exchange rate system. The new system, which 
effectively devalues the Israeli pound to a more realistic level, establishes a rate 
of U.S. $1 to the Israeli pound for conversion of the proceeds of capital imports. 
Foreign exchange arising from contributions, tourism and such imports as meat, 
tish and medicines will be converted at $1.40. For essential imports such as bread, 
the old rate of $2.80 remains in force. 

Outlining the Government’s new measures, the Finance Minister has stated 
that the first aim of Government policy is to close the gap in external payments. 


Italy 


The Italian Exchange Control Board has taken a number of steps to check the 
growth of its surplus with the sterling area and the French franc area. Italian 
shipowners have been informed that the authorities will purchase only 60 per cent. 
of the sterling earnings from shipping operations at the official rate. The remaining 
40 per cent. can be used by shipowners to pay for the operating expenses of their 
ships and for the purchase of new vessels. It is possible that shipowners will be 
permitted to dispose of their surpluses in sterling to other shipowners at rates to 
be determined by supply and demand, which would mean that the official rate of 
exchange would no longer apply to a portion of the country’s sterling earnings. 

French bank notes arising from tourist activity will be negotiable only on free 
market terms, the authorities having indicated that they are not willing to absorb 
such notes into official holdings at official rates. 

The Government has also indicated that it is to try to solve the problem of the 
E.P.U. surplus by stimulating imports from the sterling area and E.P.U. countries. 
Low interest loans in foreign currencies are to be made available to importers. 


Japan 

The Government has submitted to Parliament plans for amending the present 
foreign investment laws with the object of stimulating the inflow of foreign capital. 
The main official proposal concerns provision for the withdrawal of foreign capital 
invested in Japan by instalments starting aiter a lapse of a certain time from the 
date of the original investment. 

Budget proposals 1or the year beginning on April 1, 1952, provide for total 
expenditure of 852,700 million yen, of which 182,000 million yen is for defence. 

Official estimates indicate that holdings of foreign currencies are expected to 
reach a total of U.S. $1,080 millions by March 31, 1952. Of this, $594 millions 
will be in U.S. dollars, $299 millions in sterling and $187 millions in other currencies. 
It had previously been revealed that sterling holdings had reached {96 millions by 
the beginning of March. 


Libya 
The Libyan Currency Commission, which is to supervise the currency system 


of the new Kingdom of Libya, has assembled. Arrangements have been made to 
issue a new Libyan currency with seven denominations of notes—f10, £5, £1, £4 
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fi, 10 piastres and 5 piastres—and five denominations of coins. The Libyan 
currency, Which is linked to sterling at £1 Libyan equals {1 sterling, is divided 
into 100 piastres and 1,000 milliemes. The three currencies now circulating in 
Libya—military authority lire in Tripolitania, Egyptian pounds in Cyrenaica and 
Algerian francs in the Fezzan, are to be called in against issues of the new currency. 


Malaya 

A Government statement has revealed that, as a sequel to the London conference 
of Commonwealth Finance Ministers, additional restrictions are to be imposed on 
imports into Malaya. No alteration is being made in the arrangements governing 
imports from the sterling area, China, Indonesia, Thailand and Indo-China. 
Imports from the U.S., Canada and other American Account countries will be 
subject to special permission. Imports from all other non-sterling sources are to 
be subject to individual licences instead of being allowed in under open general 
licence. 


Netherlands 

The arrangements under which Dutch residents were able to dispose of sterling 
securities through “‘ barter ’’ transactions negotiated with the aid of the London 
market have been suspended. 

A new Government regulation frees from prior control export and import 
transactions up to a maximum invoice value of Fls. 400. The measure applies to 
all industrial products on the liberalized list originating in other O.E.E.C. countries, 
on the condition that payment is being made in the country of origin. On the 
export side it applies to all goods (except so-called monopoly goods) sent to O.E.E.C. 
countries, the sterling area and the dollar erea. 


New Zealand 


The Government has announced a five-point plan that is to be New Zealand's 
contribution towards the solution of the sterling area payments crisis. There will 
be no general licensing of imports from sterling area and E.P.U. countries, but 
licences covering imports from the United States, Canada and certain other non- 
sterling countries have been revoked and will be replaced by new licences. Imports 
of motor vehicles from all countries are to be controlled. The Government is 
arranging to expand production in the export industries by providing alternative 
supplies of fertiliser. It is also to press forward the Murupara project for large- 
scale production of newsprint and pulp for export. These measures are intended 
to create a surplus of £25 millions per annum in the Dominion’s trade with non- 
sterling countries. In 1951 New Zealand had a surplus of £16 millions, of which 
{7 millions was due to trade with non-sterling countries. 

The Prime Minister, announcing the Government’s plans, pointed out that 
New Zealand could live within her means without any direct import restrictions 
other than on goods from dollar countries. The new measures were intended to 
aid the sterling area by creating a substantial surplus in the Dominion’s external 
payments. 

A statement issued by the Reserve Bank shows that the Dominion’s sterling 
balances amounted to {81 millions on December 19, 1951. Of this, £66 millions 
was held by the Reserve Bank and {15 millions by the five trading banks. 

Under an agreement concluded with the Dominion Government the United 
Kingdom has undertaken to buy or to permit the sale in Britain without restriction 
of quantity the exportable surplus of New Zealand beef, veal, lamb and mutton 
lor 15 years. 
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Portugal 
The Government has ruled that 30 per cent. of the sums received by Portuguese 
exporters from sales to E.P.U. countries shall be retained by the Bank of Portugal 
until the total Portuguese credit balance with E.P.U. declines to the equivalent of 
about Escudos 1,205 millions. When this point has been reached the blocked 
funds will be passed on to exporters. It has also stated that if the Portuguese 
credit balance with E.P.U. reaches the equivalent of Escudos 2,080 millions, the 
entire proceeds of exporters’ sales to E.P.U. countries will be held back by the 
Bank of Portugal. 
Rhodesia 


The Southern Rhodesia Government has been granted a loan of $25 millions 
by the International Bank. The loan carries the guarantee of the British Govern. 
ment, having been granted to Southern Rhodesia in her position as a self-governing 
colony within the British Commonwealth. 

The money is to be used to buy equipment for developing electric power produc- 
tion and distribution under the four-year capital development plan. The loan is 
for 25 years and bears interest and commission at the inclusive rate of 47 per cent. 
Amortization payments are due to begin in 1950. 


South Africa 

The Minister for Economic Affairs, Mr. Louw, has announced that it has been 
decided to import consumer goods at 40 per cent. of the 1948 level instead of at the 
30 per cent. provisionally fixed earlier. In 1951 imports were running at 60 per 
cent. of the 1948 level, but a third of this quota was intended for building up 
stocks. The Minister announced that importers had taken full advantage of 
the additional 1951 allocation with the result that shops were, generally speaking, 
well stocked up with a large variety of goods. He also declared that industries that 
supply the essential needs of the country and the public will continue to be provided 
with raw materials. Existing concerns manufacturing less essential goods would 
have to be content with less, and no encouragement would be given to the estab- 
lishment of new enterprises requiring machinery or raw materials for the production 
of such goods. 

Thailand 

The Minister of Finance, General Yudhakit, has announced that an application 
had been submitted to the International Monetary Fund for an increase in the 
value of the tical. The Bank of Thailand simultaneously announced that the open 
market rate for ticals had been adjusted to 51.72 ticals to the £ sterling, compared 
with 52 previously and with the official rate of 35. 





Appointments and Retirements 





Bank of England Court—Lord Braintree, Sir G. L. F. Bolton, K.C.M.G., and Sir J. C. Hanbury- 
Williams have been re-appointed to the Court of the Bank of England for a four-year term. 
A new member, Sir G. E. B. Abell, K.C.1.E., O.B.E., has been appointed, for a similar term, to 
succeed Sir Otto E. Niemeyer, G.B.E., K.C.B., who is retiring on the expiry of his term of office. 


Australia and New Zealand Bank—Mr. John W. Hely-Hutchinson has retired from the board 
of directors. Mr. W. W. Riddington, deputy general manager, to be joint general manager on 
retirement of Mr. W. H. Thomas. 

Bank of Montreal—Mr. J. H. F. Turner, O.B.E., an assistant general manager, has been given 
charge of branches in Western Canada. Mr. E. R. Ernst to be superintendent of the foreign 


dept., head office. 
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Barclays Bank—Mr. Algernon Denham, chairman of the local board at Sheffield, has been 
appointed a director. Head Office: Mr. A. R. Milward, from Eastcastle St., to bea general managers’ 
assistant. Barkingside: Mr. R. Griffiths, from Stratford Broadway, to be manager. Clapham: 
Mr. G. C. Rodwell, from 81 Fleet St., to be manager. Eastcastle St.: Mr. H. R. Marlow, from 
High Rd., Ilford, to be manager. J/ford High Rd.: Mr. W. Turner, from Wimbledon Common, to 
be manager. Wembley: Mr. G. Ix. Williams, from Neasden, to be manager. Wimbledon Common: 
Mr. W. J. Slade, from Wembley, to be manager. Barnard Castle: Mr. W. Peacock, from Bedale, to 
be manager. Bedale: Mr. P. E. Hart, from Richmond, Yorks, to be manager. Eton: Mr. W. 
Davies, from Chertsey, to be manager. Normanton: Mr. W. T. Poulson, from Pontefract, to be 
manager. West Drayton: Mr. R. W. L. Rofe, from Eton, to be manager. West Worthing, Heene 
Rd.: Mr. S. A. Warrender, from 201 Church Rd., Hove, to be manager. 

British and French Bank—Monsieur Herve Laroche to be acting general manager ; Mr. P. J. 
Dury to be manager ; and Mr. L. T. Edwards to be manager and secretary. 

Chartered Bank of India, Australia and China—Mr. W. G. Pullen, assistant general manager, 
to be a joint general manager. 

Clydesdale & North of Scotland Bank—Duzdee, 96 High St.: Mr. J. S. Tasker to be manager in 
succession to the late Mr. W. Scott. 

District Bank—Carlisle: Mr. J. J. Ratcliffe, from Macclesfield, to be manager. Frodsham: 
Mr. C. C. C. Burch to be manager. 

Issuing Houses Association—Executive Committee: Mr. J. H. Keeling (Chairman), Hon, 
Thomas Brand, C.M.G. (Deputy Chairman), Mr. Leo F. A. d’Erlanger, Mr. J]. H. Hambro, C.M.G., 
Mr. G. P. S. Macpherson, O.B.E., T.D., C.A., Mr. J. I. Murray, Mr. Mark Norman, O.B.E., Sir 
Edward J. Reid, Bt., O.B.E., Hon. Peter M. Samuel, M.C., T.D., Mr. Rudolph E. F. de Trafford, 
O.B.E. 

Lloyds Bank—Sir Eric Vansittart Bowater has been elected to a seat on the board. Head 
Office, Income Tax Dept.: Mr. C. Lewis, from head office, to be a manager’s assistant. City Office, 
E.C.: Mr. R. F. Thomas, from City Office, to be principal, Issue Dept., on retirement of Mr. B. 
Oakley. Wutley, Plymouth: Mr. C. L. V. Walker, from Ivybridge, to be manager. Peterborough: 
Mr. W.H. R. Wright, from Norwich, to be manager on retirement of Mr. H. G. Merchant. Swansea: 
Mr. I. J. Edwards to be manager on retirement of Mr. R.W. Thomas. Mr. E. H. Jones to be assistant 
manager. Bouyvnemouth, West Southbourne: Mr. B. R. Wiltshire, from Tunbridge Wells, to be 
manager on retirement of Mr. F. C. Tattersall. 

Midland Bank—Stéock Office: Mr. H. W. H. Smith to be manager on retirement of Mr. A. P. 
Wenzel. London—Head Office: Mr. K. L. Barber, from Belgravia, to be assistant secretary; 
Threadneedle St.;: Mr. G. A. Eden to be deputy assistant manager; 196a Piccadilly: Mr. J. T. H. 
Davies, from Threadneedle St., to be manager. Hull, Whitefriargate: Mr. T. B. Liddle to be 
manager on retirement of Mr. G. Hindson. Leeds, University: Mr. K. H. Simpkin, from Hyde 
Park, Leeds, to be manager. Lewes: Mr. L. G. Brunt, from Eastbourne, to be manager on retire- 
ment of Mr. J. T. Mellers. 

National Bank of Scotland—Fdinburgh, Leith: Mr. D. M. Anderson, from head office, to be 
manager on retirement of Mr. J. Taylor. London, West End: Mr. W. A. Muir to be sole manager 
on retirement of Mr. J. Moir. 

National Provincial Bank—Head Office: Mr. A. E. Howell to be a controller, advance dept. 
Manchester, Tvustee Branch: Mr. E. B. Ive, from Liverpool, to be manager. Nottingham, Trustee 
Branch: Mr. R. A. Jones, from Sheffield, to be manager. Sheffield, Trustee Branch: Mr. C. J. 
Westlake, from Sheffield, to be manager. Fenchurch St.: Mr. R. V. Abbott, from Ilford, to be 
manager on retirement of Mr. J. Mitchell. Barnsley: Mr. T. W. Smithson, from Newcastle-on- 
Tyne, to be manager. Path, Old Bank Branch: Mr. ]. H. Browne, from Gloucester, to be manager 
on retirement of Mr. J. E. McKeon. Bristol, Old Bank Branch, Redlawtd: Mr. S. C. Weston to be 
manager on retirement of Mr. E. S. Guy. Epsom: Mr. W. H. B. Windebank to be manager. 
Ilford: Mr. G. J. Nicholson, from Epsom, to be manager. Ipswich: Mr. P. L. H. Green, from 
head office, to be manager. Liverpool: Mr. E. B. Smith, from Ipswich, to be manager on retire- 
ment of Mr. H. N. J. Tate. Loftus: Mr. J. W. Bass, from Ripon, to be manager on Mr. H. Gold- 
thorpe’s retirement. To be Inspectors of Branches: Mr. B. Bluck, from Regent St., Mr. S. W. P. 
Pratt, from Bath, and Mr. R. B. S. Watkins, from Lincoln. 

Royal Bank of Canada—Mr. T. H. Atkinson, general manager, has been appointed a director. 
Royal Bank of Scotland—Dundee, Murraygate: Mr. D. C. Fleming, from London (City) office, to 
be manager on retirement of Mr. D. Galloway. 

Westminster Bank— Head Office: Mr. F. L. Pollard, from Watford, to be a controllers’ assistant. 
Cheam: Mr. J. W. Burch, from Ware, to be manager. Dorking: Mr. P. C. Stewart, from Cheam, to 
be manager on retirement of Mr. C. E. Miskin. Hampstead Garden Suburb: Mr. E. L. Gardiner, 
from Putney, to be manager. Hinckley and Earl Shilton: Mr. J. W. Butterworth, from Huyton, to 
be manager. Derby, Iron Gate: Mr. E. N. Gray, from Warrington, to be assistant manager. Ports- 
mouth, Commercial Rd.: Mr. B. P. Hodges, from Southborough, to be manager. Ware: Mr. H. E. 
Hughes, from Romford, to be manager. Warrington: Mr. A. C. Bannister, from Hinckley and 
Earl Shilton, to be assistant manager. Weybridge: Mr. C. J. Rawlinson, from Hampstead Garden 
Suburb, to be manager on retirement of Mr. R. S. Baillie. 
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Banking Statistics 


National Savings 
(£ millions) 


























* Including all members of British Bankers’ Association. 

















Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)* Smail (net) (met) (net)* Small 
1947 IIe. 40.3 — 3.7 -— 19.6 17.0 1950 Feb. —- 3.2 -— 2.6 13.0 2.2 
III .. 2.7 - 19.8 2.9 — 14.2 Mar. .. — 1.7 —- 4-7 6.0 - 0.4 
ae 16.4 — 25.1 17.2 8.5 April... -—- 2.5 - 3.2 8.7 3.0 
May .. -—- 3.8 - 3.4 0.4 - 6.8 
une... - 4.6 - .0 — 2.7 — 10. 
1948 I .. 29.4 - 29.9 54-6 54.1 uly oo . - 9 - ry ~ sau 
II .. - 2.3 - 31-2 13.7 - 19.8 Aug... -—4.1 - 2.3 -0.8—- 7.2 
a ss SG OS 6.4 - 15.4 Sept. .. - 4.8 - 2.7 5.I - 2.4 
IV... -7-2- 5.8 8.3 - 4-7 Oct. .. -1.2- 2.2 8.8 5.4 
Nov... - 3.0 —- 2.7 i:7 ~ 2.4 
1949 I 7.3- 1.4 «52.2 58.1 Dec. .. — 4.4 -— 2.4 —-16.8 — 23.6 
a - a4 -1.5- 0.4 8.6 6.7 I95I Jan. .. — 1.5 - 2.0 15.0 I1.5 
III .. —-7.6- 4.8 - 2.7 - 15.1! Feb. .. 19.3 2.1 — 5.9 1§.5 
IV .. -—-8.9- 5.1 - 3-2 - 17.2 Mar. .. 9.7 3.8 - 5.8 9.9 
April .. 7.7- 0.2 —1.4 6.1 
1950 I -5:5- 9.1 36.6 22.0 va dl at aan pag ae n 12.1 
II -10.9 — 9.6 6.4 - 14.1 — ** 4-9 — ie 7-7 
III -13.6 - 7.5 - 2.4 - 23.5 July .. I.2- 0.7 ~-16.8 — 16.3 
IV -G.60- 7.3- 43 ~ 20.2 Aug. .. -—0.5 - 5.1 — 4.6 — 10.2 
:' ; sept. .. 0.3 - 4.5 9.9 5-7 
i ee I.O- 7.3 12.3 6.0 
i951 I .. 27.5 3.9 -3 34.7 Nov... -—-0.3—- 5.7 oe: O2 
| hae 15.3 -— 0.1 — 28.9 — 13.7 Dec. .. —0.8 — 8.4 -I17.1 — 26.3 
aa I.0 — 10,3-— II.5 — 20.8 1952 Jan. .. 0.2 -— 4.0 7-5 3.7 
IV ‘ - 0.1 — 21.4 —- 1.0 — 22.5 Feb. .. I.7 - 7.3 2.3 - 3.3 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
£m. £m. £m. £m. £m. £m. 
1938 898.1* 872.6 25.5* 1948 III... 751.4 831.7 80. 2t 
1939 1054.8* 927.3 127.5* IV .. 791.4 802.7 11.3f 
1940 1809.7* 1049.2 760.5* 19499 I... 996.2 1577.9 581.7 
1941 3867.2 1408.9 2458.3 II .. 754.0 756.7 2.8f 
1942 4775-7 2074.1 2701.0 III .. 833.0 820.7 12.3 
1943 5623.2 2819.9 2803.3 IV .. 823.7 811.0 12.7 
1944 5788.4 3038.5 2749.9 1950 I.. 946.0 1536.3 590.3f 
1945 6057-8 3238.1 2819.7  - 25.2 768.8 43.5t 
1946 5474.8 3284.5 2190.3 ae 778.2 813.3 35.1f 
1947 3910.3 3341.2 569.1 IV .. 803.7 791.6 12.1 
1948 3187.1 3844.9 657.8f 1951 I... 930.8 1604.2 673.4 
1949 3152.8 4006.6 853.8 II .. 829.6 846.0 16.4t 
1950 3350.6 3924.0 567.4T a ue (OES 938.6 32.6 
951 3238.0 3977.8 739.9T IV .. 1090.6 898.7 191.9 
* Allowing for loan expenditure. ft Surplus. 
Floating Debt 
Mar. 16, Feb. 23, Mar. I, Mar. 8, Mar. 15, 
; 1951 1952 1952 1952 1952 
Ways and Means Advances: fm. {m. fm. fm. fm. 
Bank of England "6.5 ae 2 — ” 3.3 
Public Departments 396.6 327.2 322.5 310.5 334-3 
Treasury Bills: 
Tender 3180.0 2160.0 2190.0 2220.0 2250.0 
Ta ” a 1799.6 2006.9 1994.8 1986.4 1980.5 
Treasury deposit receipts 294.0 15.0 a oo = 
4509.1 4507.3 4510.9 4508.0 


5676.7 
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1950 March 


June 
Sept. 
Dec. 
1951 March 
June 
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Sept. 
Oct. 
Nov. 
Dec. 
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Feb. 
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Treasury Deposit Receipts 
Redeemed 


Raised 
£m. 
260.0 
140.0 
55.0 
100.0 
90.0 
50.0 
35.0 
90.0 


{m. 


142.5 


29.5 
190.0 


AnNOOC0ONoWO 


64. 


ene 
{m 


872. 
495 
359. 
595 
525 
283 
344. 
325 
290, 
175. 
125. 
119, 
79. 
15. 


44 edede 444444, 


* Periods ended on last Saterday in each month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
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Week ended: 


Sept. 8 . 





Years and 
Quarters 


1940 
1947 
1948 
1949 
1950: 
I 
If 
iil 
IV 


Total, 1 


1951: 
I 

IT 
Ill 
IV 


Total, 1951 


* At end February, 
millions in January, and $266 millions in February. 


~e 


25. oO 


25.0 


























Net New 195! 

Raised Redeemed Borrowing Week ended: Raised Redeemed 
40.0 — Dec. 15 — — 
25.0 - 25.0 31 4.90 
25.0 oe 1952 

— 25.0 Jan. 5 2.4 
40.5 - 40.5 sy 12 30.0 
25.0 - 25.0 19 — 
25.0 - 25.0 ¥ 20 1.0 
25.0 ~~ Feb. 2 12.0 
— ~~ 9 33-5 
25.0 — 25.0 16 . == 
25.0 ~ 25.0 | ss. 19.0 

_ Mar. 1 . 15.0 
— - co. 
2.0 - 2.0 - sm 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : 
Deficit ~ 
U.S. and Purchases S. African Change 
Canadian from Gold E.R.P. in 
Credits I.M.F. Loan raging 
908 1123 —- — — 220 
4131 3273 240 --- — — 618 
1710 352 128 325 682 — 223 
1532 116 52 — 1196 —- 168 
+ 40 27 —— -~ 229 + 296 
+180 18 —- ~— 240 + 438 
+187 me “ae es 147 + 334 
+ 398 — ee ie 146 + 544 
+805 45 — — 762 +1612 
-+ 360 ones vm wos 98 + 458 
+ 54 send ates ee 55 + 109 
— 638 ~- — = 40 — 598 
— 940 sae sia <a . -=- Ce 
— 1164 --- ~— ~-- 199 — 965 
1952, the reserves stood at $1770 millions, having 


Net New 
Borrowing 


Reserves 
at end of 
Period 


2606 
2079 
1856 
1688 


1984 
2422 
2756 
3300 


a 


3300 


3758 
3867 
3269 
2335 
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AUSTRALIA AND NEW ZEALAND BANK LIMITED 


in which are merged 


THE BANK OF AUSTRALASIA 
LIMITED 
(Established 1835) 


the Bank held on February 27, 1952, the 
Hon. Geoffrey C. Gibbs, C.M.G., the 
Chairinan, in the course of his speech said: 


A: the First Annual General Meeting of 


AUSTRALIA AND NEW ZEALAND BANK 
LIMITED 18S a new name in banking in the 
countries in which we operate and in the many 
areas of the world where we have trade and 
banking connections. It replaces two names, 
each more than a century old, which have 
earned much goodwill over the years. I am 
confident that amongst all our customers and 
our many Agents and Correspondents the Bank 
has now succeeded to that goodwill, and the 
very happy and cordial relations with those 
friends is fully maintained. 


ACCOUNTS 


Your Directors decided that, as so much of 
the Bank’s business was concerned with Aus- 
tralia and in order to avoid the use of more 
than one currency in the published accounts, 
the Balance Sheet and Profit and Loss Account 
should be submitted in Australian Currency. 
This necessitated United Kingdom, New 
Zealand and Fijian currency items being con- 
verted for the purpose of the accounts into 
their Australian equivalent at the rates ruling 
at the date of the Balance Sheet. The Reserves 
and Provisions for Currency Depreciation in 
the Balance Sheets of the merged Banks have 
naturally disappeared and are now reflected 
in the increased figures at which the Capital 
and Reserve Fund are shown at their Austra- 
lian currency equivalents. 


This is the Bank’s first accounting period and 
in consequence of the differing lengths of the 
accounting periods of the merged Banks com- 
parative figures would be inappropriate and 
are therefore not given. The Balance Sheet 
total at £A475,000,000 showed a marked 
Imcrease over the combined figures of the 
merged Banks at the respective dates of their 
1950 Balance Sheets. Deposits, Bills Payable, 
etc... moved upwards in accordance with our 
steadily increasing business and with the infla- 
tionary trend in Australia and New Zealand, 
and stood at the very substantial figure of 
£4345,000,000. Balances due to Other Banks 
{427,768,000 included short-term loans in 
Australia from the Central Bank £A17,250,000 


THE UNION BANK OF AUSTRALIA 
LIMITED 


(Established 1837) 


to which I[ shall refer later. On the Assets side 
there were some increases in Cash Balances, 
Cheques of Other Banks and Balances with 
and due from Other Banks. These are normal 
trading fluctuations. Loans and Advances to 
customers at £A169,000,000 again showed a 
substantial increase notwithstanding that in 
both Australia and New Zealand we conform 
to a strict policy of Advance Control laid down 
by the respective Central Banks. However, 
in a period of inflation it is only natural that 
our customers’ legitimate requirements should 
increase. 

I would once again like to comment on the 
Special Account. Under the provisions of the 
1945 Banking Act, the Commonwealth Bank 
of Australia controls the cash resources of the 
Trading Banks by calling upon them to pay a 
high proportion of their investible funds into a 
special deposit account with the Central Bank. 
On September 30, 1951, the balance of this 
item in our accounts totalled £A100,083,000. 
Funds in the special deposit account are im- 
mobilized for the general investment purposes 
of the Bank and earn interest at the very low 
rate of only Ios. per cent. perannum. Although 
we had these substantial credit balances with the 
Commonwealth Bank the increased accommo- 
dation required by our customers within the 
terms of the Central Bank’s advance policy has 
necessitated our borrowing from the Central 
Bank at the rate of 3$ per cent. per annum, 
and at balance sheet date the total borrowings 
of the Bank in this category amounted to 
£A17,250,000. . . 


AUSTRALIA 


A number of important factors have in- 
fluenced conditions in Australia and New 
Zealand during the year under review. Fol- 
lowing the outbreak of hostilities in Korea, 
prices of primary products moved to new high 
levels under the stimulus of world-wide demand 
and stockpiling. These conditions were particu- 
larly significant for Australia. One of the 
commodities in keenest demand was wool 
which showed a strong price rise during the 
second half of 1950 and the opening months of 
1951, reaching its peak in March, 1951. 


Aided by a favourable season as well as 
satisfactory prices, the value of total exports, 
excluding gold, rose to approximately {A984 


xXiii 








million in 1950/51 compared with /A614 


million in the preceding financial year. 


NEW ZEALAND 


High prices for wool are reflected in the New 
Zealand economy hardly less significantly than 
in Australia. Wool accounted for {£NZ75 
million out of total export proceeds of £NZ182 
million during 1950, compared with {NZ47 
million out of £NZ146 million in 1949. In the 
first six months of 1951, the marked rise in 
wool prices helped to carry export receipts to 
£{NZ152 million compared with £NZ122 million 
in the corresponding period of the previous 
year, and oversea assets rose to £NZ123 million 
from £NZ73 million at the end of 1950. The 
rise in export proceeds during 1951 was ob- 
tained in spite of the disruption cause by serious 
labour disturbances which lasted from Feb- 
ruary until July. As a result, approximately 
two thirds only of the season’s wool clip was 
sold, leaving about 100 million pounds to be 
carried forward into the current season. 


STAFF 
I am asking Colonel Maxwell, who after a 
strenuous tour returned at the beginning of 
December, to propose a vote of thanks to the 
Staff. This was carried unanimously. 


The report and accounts were unanimously 
adopted and the dividend, as recommended, 
was approved. 








Hutchinson’s 





THE BRITISH BANKING 
MECHANISM 


W. Manning Dacey 


‘‘A valuable contribution to monetary theory 
and practice. It has all the merits of true and 
lucid scholarship.’”-—THE BANKER’S MAGAZINE 


« . .. the chapters on liquidity of banking 
assets, the working of the Bank rate, ‘cheap’ 
and ‘ultra-cheap’ money, and ‘deficit finance’ 
are Outstanding.’’—THE ECONOMIST. 8s. 


Out on Thursday :— 


INTERNATIONAL 
MONETARY 
CO-OPERATION 1945-52 


Professor Brian Tew 


Provides a general analysis of the scope for 
international monetary co-operation; deals with 
the actual machinery of international co-opera- 
tion since the war; and gives a short survey of 
the actual course of events since 1945. 8s. 6d. 





University 
Library 














THE HONGKONG AND 
SHANGHAI BANKING 
CORPORATION 


CONTINUED EXPANSION 








holders of the Hongkong and Shanghai 
Banking Corporation was held on March 7 
in Hong Kong. 

The Hon. Sir Arthur Morse, C.B.E., in the 
course of his speech, said: 

The net profit for the year amounts to 
HK $17,283,671, which slightly exceeds the 
corresponding figure for the previous year. 
The total available for distribution amounts to 
HK $23,982,895. Out of this total it is recom- 
mended that, as in previous years, a sum of 
HK $3,000,000 be written off bank premises 
and, after allowing for this amount, the interim 
dividend of £2 per share and the final dividend 
of £3 per share, which is now proposed, there 
remains a balance of HK$8,075,332 to be 
carried forward. 

The balance sheet total now exceeds £254 
millions, an increase of £384 millions over last 
year’s total and an all-time record in the history 
of the bank. Current and other accounts, which 
now amount to almost £196 millions, continue 
to reflect the steady expansion in our business 
which has been in evidence during the past 
years. 


sk ordinary general meeting of share- 


FAR EAST 

So far as the Far East is concerned and while 
the war continues in Korea, and even after 
peace comes (for I fear that in the foreseeable 
future the tension is unlikely to ease much in 
the East any more than in the West), currency 
difficulties will remain and we are unlikely to 
get back to those happy days of almost un- 
restricted freedom of trade. Even if political 
developments in the East get no worse, it is 
difficult to see how stability can be expected 
while there is inflationary spending and in- 
competence on the part of governments and a 
sad lack of law and order in many areas. Yet 
so long as there is a demand for the products of 
these areas, and while they continue to fetch 
good prices, a fair volume of trade should con- 
tinue and an improvement should come as and 
when political conditions take a turn for the 
better. 

One of the most striking features of the post- 
war years has been the way in which, through 
international agencies or otherwise, the coun- 
tries blessed with a relatively high standard of 
living have made efforts to bring aid to the less 
developed territories throughout the world. 
The United Nations, the United States and the 
British Commonwealth have been prominent 
in such activities. 

The Chairman dealt at length with the 
problems arising in the countries where the 
bank had interests and concluded: Finally I 
feel sure that shareholders would wish me to 
thank the staff for the very satisfactory result 
of the past year’s operations. 

The report and accounts were adopted. 
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BANK OF LONDON & SOUTH AMERICA 


MR. FRANCIS M. G. GLYN’S SURVEY OF CONDITIONS 


HE ninetieth Annual General Meeting of 

the Bank of London & South America, 

Limited, will be held in London on 
April 1. Below is an extract from the circu- 
lated statement of Mr. Francis M. G. Glyn, the 
Chairman: 


BALANCE SHEET AND PROFIT AND 
LOSS ACCOUNT 

The totals of the Balance Sheet now amount 
to {170,915,045 compared with £165,885,003 a 
year ago, an increase of over £5,000,000. It will 
be appreciated that by applying the exchange 
rates as shown in the Report to the relative 
foreign currency items for Balance Sheet pur- 
poses, variations in the equivalent sterling 
amounts have arisen which preclude an 
accurate comparison between the component 
items at December 31, 1951, and the corres- 
ponding amounts in 1950, but it would be fair 
to say that the general effect of these variations 
has been to reduce the real increase. 

As a result of the decision taken at the 
Extraordinary General Meeting held on July 6 
last, both the Authorised and Issued Capital 
are increased to #5,050,000, while the Reserve 
shows the increase of 41,000,000 announced at 
the same time. 


Current, Deposit and Other Accounts, etc., 
at {111,491,000, are about the same as the 
corresponding figure last year, but the increase 
in our business in Argentina is reflected in a 
rise of 44,589,000 in the amount due to the 
Central Bank of the Argentine Republic. The 
normal fluctuations of our business account 
for the increases and reductions in other 
important items of the Balance Sheet but I 
do not think there is occasion to draw your 
particular attention to any one of them with 
the exception of Cash in Hand, at Bankers 
and at Call, which now stands at £46,457,000, 
an increase of £2,677,000 over the previous 
years figure, and represents nearly 35 per 
cent. of current liabilities; and a rise in 
Advances and Other Accounts from £33,566,000 
last year to £38,013,000, which provides satis- 
factory evidence of our increased lending power. 


The Profit and Loss Account discloses a net 
profit of £359,871 for the year under review, 
compared with £82,749 for the three months 
ended December 31, 1950. It will thus be seen 
that our earning capacity has been well main- 
tained, and that the additional capital which 
you provided last year has contributed towards 
this end. 

The interim dividend of 2 per cent. less 
Income Tax paid last August absorbed £53,025, 
and after transferring £200,000 to Contingency 
Reserve, your Directors now recommend the 
payment of a final dividend of 4 per cent. less 
Income Tax amounting to £106,050, making 
for the year a distribution of 6 per cent. less 
Income Tax on the Issued Capital of £5,050,000. 


INVESTMENT IN LATIN AMERICA 
The countries of Latin America and of Iberia 


have had, on the whole, a good year. There 
has also been an intensified interest taken in 
much of Latin America by the two great 
agents of international investment to-day— 
the International Bank for Reconstruction and 
Development and the Export-Import Bank of 
Washington. The assistance provided by these 
Banks is in the form of short and medium 
term loans with repayment spread over a 
period seldom longer than 25 years, and is in 
nearly every case related to specific projects. 
Thus it differs from the great long-term invest- 
ments of the past—particularly of the last half 
of the 19th century—much of which originated 
in Britain. The recent history of many of these 
latter investments has not been a happy one ; 
and the atmosphere since the war in some 
(though not all) Latin American countries has 
not been such as to encourage the private 
investor to repeat to-day the ventures which, 
in the past, gave great assistance to those 
countries. 

Remittances are now legally restricted both 
in Argentina and Brazil—in the former to 5 
and in the latter to 8 per cent. of the registered 
capital investment. The value of these remit- 
tances must be judged against the risks that 
the foreign investor takes of losing his invest- 
ment, and the higher returns that local inves- 
tors expect and receive upon their ventures. It 
must also be remembered in the case of Brazil 
that earnings over 8 per cent. cannot now be 
ranked as foreign capital entitled to the right 
of remittance. When these factors are taken 
into consideration, there can be little hope 
that such measures to restrict the return on 
foreign capital investments will attract more 
funds to these countries. This is particularly 
the case since there is always a danger that, 
owing to shortage of toreign exchange or other 
reasons, long periods will occur—as they have 
done in the past—during which no remittances 
of any sort are sanctioned. 

It is therefore scarcely necessary for me to 
stress the value to our economy to-day of our 
remaining foreign investments, of which your 
Bank provides a notable example. We may 
equally well claim to be of value also to the 
economies of the countries in which we operate, 
for the presence there of a foreign bank can 
provide valuable contacts with overseas finan- 
cial and commercial centres. Moreover, the 
fact that these foreign banks themselves can 
obtain substantial credit facilities from their 
parent offices is of direct benefit to each 
country where branches are established in 
assisting to finance both their export and 
import trade. For these reasons we are justified 
in claiming from the communities in which we 
work, and from their Governments, the fullest 
co-operation and mutual understanding; and 
from our own country and Government, sup- 
port and sympathy in the difficulties which we 
meet, to enable us not only to serve and stimu- 
late the foreign trade of this country, but also 
to contribute substantial assistance to the 
balancing of its foreign payments. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 





FURTHER EXPANSION 





HE ninety-eighth ordinary general meeting 
of the Chartered Bank of India, Australia 
and China was held in London on April 2. 


The following is an extract from the state- 
ment by the Chairman, Mr. V. A. Grantham, 
circulated with the report and accounts for 
the year 1951: 

Again this year the accounts indicate a 
further expansion of the Bank's business, and 
the total of the Balance Sheet at £213,632,879 
is the largest we have ever shown, as it exceeds 
the figure for last year by £20,030,239. The 
Net Profits for the year are £697,007, an 
increase of {64,200 over those of last year, 
which themselves reflected an even greater 
increase over those for 1949. We paid an 
interim dividend in September last of 7 per 
cent., less Income Tax, absorbing /110,250, 
and it is proposed that, out of the balance now 
available, a final dividend of 7 per cent., less 
Income Tax, should be paid, costing £110,250, 
making the total distribution for 1951, 14 per 
cent., as was also the case for 1950. 


GREAT BRITAIN’S DIFFICULTIES 

After making a comprehensive review of the 
Bank’s operations in the East the Chairman 
made the following observations concerning 
the difficulties which Great Britain is experi- 
encing in achieving an external balance of 
payments: 

When this country was predominant in 
world trade, it exported capital and capital 
goods abroad in large measure, building up, 
inter alia, railways in the United States, 
Canada and the Argentine, and was content 
to wait for repayment until those countries 
prospered. Moreover, Great Britain’s present 
plight can, to some extent, be attributed to 
the results of war and the liquidation of the 
country’s foreign holdings of securities in the 
common cause of the Allies. Having thus 
received at the hands of Great Britain the seeds 
of prosperity, these same lands have proceeded 
to eliminate Great Britain as a competitor in 
their home markets, if not by ability to produce 
cheaper and better goods, then by hedging 
themselves around with protective duties and 
regulations. 

None of these countries can be expected to 
adopt policies similar to those which enabled 
Great britain to remain for an era the great 
creditor nation of the world, while at the same 
time helping other countries with unfavourable 
trade balances to prosper through the continued 
extension of loans and other assistance by way 
of capital goods. In fact, the world of to-day 
is in a different stage of development, and there 
do not appear to be many long-term fields 
wherein tne dollar countries could come to 
the rescue of the sterling area countries by 


investing capital in the way Great Britain did 
a century ago. 


THE BANK’S CONTRIBUTION 


The Chartered Bank makes a very substan- 
tial contribution to the United Kingdom’s 
balance of payments without using up any 
labour or imported raw materials, and with 
only the minimum consumption of resources 
within the country. The Bank also pays a 
heavy contribution in tax on all its profits, 
both abroad and in this country, and the final 
amount taken by this country, after providing 
for all foreign payments, is far from incon- 
siderable. The proportion of profits paid to 
the Stockholders, who take all the risks, and 
provide all the reserves necessary to the busi- 
ness, represents a very small share indeed as 
compared with the taxation the Bank pays. 
As the position stands to-day, what the Bank 
pays in taxation here on profits earned over- 
seas, is spent in this country, and here we have 
a concrete instance of taxation which is both 
damaging to the country’s foreign payments 
position and, at the same time, contributes to 
inflation within the country. There can be 
no justification for expenditure in this country, 
whatever it may be for, if it leads to the 
ruination of other nations in the sterling area, 
through the collapse of sterling as a world’s 
currency. 


The plain fact of the matter is that Great 
sritain must live within its income. That 
Great Britain is not doing so at present is 
patent in its inability to balance the foreign 
payments position. In other words, Great 
Britain is taking more out of the common 
pool than it is putting into it. 


The outlook is therefore sufficiently bleak; 
but the unequivocal declarations of the present 
Chancellor of the Exchequer have given hope 
that the Government will leave no stone un- 
turned to correct the disequilibrium of Great 
Britain’s foreign payments position. Given the 
ability to increase production, the welfare 
state would be well within the grasp of the 
people, and the payments position would take 
care of itself. No doubt all this is clearly in 
the mind of the Chancellor of the Exchequer, 
but until the people of the country can be 
inspired to greater efforts (which to be effective 
must not carry with them equivalent monetary 
gains) the measures open to the Government 
to balance our foreign payments are in the 
main of a restrictive nature. The balance of 
payments once achieved, however, must be 
regarded as the initial step to greater effort 
and greater freedom. ‘Only so will the country 
regain its stature and justify the use of sterling 
as the world’s most used and most useful 
currency. 
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THE EASTERN BANK 


A YEAR OF ACTIVITY 








SIR EVAN JENKINS’S REVIEW 





HE forty-second annual general meeting 

of The Eastern Bank, Ltd., will be held at 

the bank’s office, 2 and 3 Crosby Square, 
London, E.C., on April 9. 

The following is an extract from the state- 
ment of the chairman, Sir Evan M. Jenkins, 
G.C.I.E., K.C.S.1., circulated with the report 
and accounts for the year to December 31, 


Q5I- 

The balance-sheet total at £209,325,664 is 
higher by £1,666,271 than that of 1950. Cur- 
rent, deposit and other accounts show an 
increase of £1,617,051; and on the other side 
cash and bills receivable are up by £1,098,826 
and advances by £2,526,970, while investments 
are down by £2,298,157. Net profit is £124,763, 
against £123,928 for 1950. 

1951 was, like 1950, a busy year, but as the 
months passed signs began to appear of what 
may be a real change in trading conditions. 
Commodity markets were weaker and, though 
the demand for manufactured goods remained 
generally high, sellers were probably less com- 
fortable than they had been at any time since 
the end of the war. These tendencies have 
continued into 1952, and will need careful 
watching. 

The appropriations made from net profits 
are the same as those for 1950—-£30,000 to 
premises and £60,000 to reserve for contin- 
gencies, and the final dividend recommended 
is again 3s. 6d. per share, less tax. We shall 
shortly be building premises at Aden, Bagh- 
dad and Karachi, and a reasonable appropria- 
tion to premises is desirable. 

There has been little change in the con- 
ditions in which our Eastern branches work. 
The cost of living is still very high, and is 
reflected in salaries and allowances, and 
building is as expensive as ever. 


IRAQ 

The outstanding event of the year was the 
negotiation of agreements between the Iraq 
Government and the companies concerned with 
the production and distribution of oil in Iraq. 

In my statement for 1950 I mentioned the 
Development Board established by a special 
law in May of that year. It has always been 
the policy of the Iraq Government to apply 
almost the whole of the oil revenue to per- 
manent development, and with the large 
resources available under the new oil agree- 
ments the Board and certain departments of 
Government (to which 30 per cent. of the 
resources will be allotted) will be able to under- 
take a really comprehensive programme of 
development. 

Business in Iraq in 1951 was satisfactory. 
Prices were fairly well maintained and stocks 
of consumer goods have not been excessive. 
The new street to accommodate the banks in 
Baghdad City, to which I referred in my last 
statement, is now almost ready for the builders, 


and we hope very shortly to complete the 
purchase of a site there and to begin buildings 


BAHRAIN AND THE PERSIAN GULF 

Business was well maintained during 1951 
with steady prices and a lively demand for 
Continental and Japanese goods. The revenue 
derived from oil has made it possible for the 
Ruler of Bahrain to carry out extensive im- 
provements in public buildings, roads, educa- 
tion and the medical and health services. 
Progress during the past few years has been 
impressive and is continuing. 

Our new branch at Aden opened for business 
on April 2, 1951, and has made a satisfactory 
Start. 

INDIA AND PAKISTAN 

In India, the favourable swing of trade 
continued for the first quarter of 1951; there- 
after, except in May, monthly balances were 
adverse. Imports were maintained at a high 
level with some tendency to overstocking, and 
in the second half of the year there was an 
increasing demand for facilities from the banks. 
Some exports, particularly textiles and ground- 
nuts and groundnut oil, were affected by re- 
strictions; others, notably pepper and hides 
and skins, suffered a heavy decline in prices, 

Economically, Pakistan has had another 
very prosperous year, with buoyant revenue 
and a favourable trade balance. Imports 
remained high, and over-buying of piece-goods 
led to a fall in prices which proved embarrass- 
ing to some importers. On the export side 
cotton prices were well maintained and, with 
a reduction in the export duty, it was thought 
at the end of the year that there would be 
little difficulty in disposing of the whole of the 
1951 crop. A sharp fall in prices in the New 
Year is now causing some anxiety. 


CEYLON AND MALAYA 

Ceylon has had another prosperous and 
tranquil year with a markedly favourable 
trade balance. The prices of tea, rubber and 
coconut products receded as the year went on, 
but there was no fall in the cost of production. 
The new system of export duties on a sliding 
scale related to prices, which was announced 
with the budget for 1951-52 and introduced 
later in the year, appears to be working well. 
Imports continued at a high level, assisted by 
some reductions in duty. 

Plans for the further development of the 
island are in hand, and the advice of a mission 
from the International Bank for Reconstruc- 
tion and Development will be available for 
their preparation and execution. Work on 
the scheme for the improvement of the Colombo 
Port is in progress; this major project will take 
some years to complete. 

There was no apparent change for the better 
in the law and order sphere. The murder of 
Sir Henry Gurney was only one of a long series 
of daring outrages directed largely at crippling 
the economic life of the country. Singapore was 
fortunately peaceful. 

The fact that both Singapore and the 
Federation have had another prosperous year 
is due largely to the courage and determination 
of those concerned with the production of tin 
and rubber. 
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THE MERCANTILE 
BANK OF INDIA 





YEAR OF 


CONTINUED PROGRESS 





HE 59th annual general meeting of The 
Mercantile Bank of India, Ltd., was held 
on April 1 in London. 


The following are extracts from the state- 
ment of the chairman (Sir Charles A. Innes, 
K.C.5.1., C.LE.): 


The record of the bank in 1951 was one of 
continued progress though the rate of expan- 
sion slowed down compared with the previous 
vear. Deposits increased by some #5 millions, 
and the balance-sheet total is £74 millions 
against 467 millions a year ago. Our profit is 
better than last year, and we are maintaining 
our dividend at 12 per cent. We have made 
the usual allocations and have increased the 
carry forward. I hope you will agree that the 
results of the year’s working are satisfactory. 


Last year I referred to the worsening inter- 
national situation and in 1951 there was a 
further deterioration, especially in the Eastern 
half of the world. You are aware of recent 
events in the Middle East, in Malaya and in 
Korea, and there is little I need add. The 
plain fact is that a formidable military machine 
is being built up in China, and it still remains 
to be seen whether it is intended merely for 
the defence of China or whether the People’s 
Republic of China has aggressive designs in 
South-East Asia. I am more concerned in this 
speech with economic conditions. I have no 
doubt that in the long view the gravest econo- 
mic problem in the East is that of food. It is 
the same story in India, Japan, Malaya and 
Ceylon. All are deficit countries in the matter 
of food and in all of them the population is 
increasing at an alarming rate. 


A more immediate problem is that of infla- 
tion. It is still rife everywhere. Another thing 
that impresses one in one’s study of economic 
conditions is the way in which international 
trade is complicated, hampered and distorted 
by regulations and controls. 


In spite of all things, however, many of the 
countries in which we operate enjoyed a year 
of great if possibly somewhat hectic prosperity 
and the business of the bank expanded. The 
general pattern of the year’s trade is clear 
enough. The spectacular rise of prices which 
followed the outbreak of the Korean war in 
July, 1950, and which resulted from the general 


scramble for scarce commodities continued 
into 1951 and reached its peak in February. 
At the end of that month rubber was selling at 
6s. a pound and tin at £1,422 a ton. It is not 
surprising that boom conditions supervened in 
places like Malaya and Hongkong and also for 
different reasons in Japan, and a good deal of 
overindenting took place with untoward 
results later in the year. Prices broke soon 
afterwards and for the rest of the year the 
trend of commodity prices was downwards. 
This fall of prices is a healthy sign as long as 
it is not pushed too far and too fast. In this 
matter, of course, much depends on American 
policy. One of the outstanding features of the 
modern world is the way in which American 
demand conditions most of the world’s com- 
modity markets. Moreover, the end of the 
year was marked by the balance of payments 
crisis which blew up so _ suddenly in this 
country. It is a crisis which atfects the whole 
of the sterling area, and all member countries 
have agreed that it must be surmounted and 
that as a first step they must combat inflation 
and live within their means. This country has 
led the way by raising the Bank Rate, by 
imposing import cuts and by funding opera- 
tions which have had the effect of reducing 
the liquidity ratio of the Banks and so restrict- 
ing credit. It is obvious that the era of cheap 
money has passed and that we are in fora 
period of higher money rates and credit 
restriction which may slow down trade. 


INDIA AND PAKISTAN 


As regards industry and commerce, there 
was some increase of production, especially in 
coal, steel, cement and cloth, and the external 
trade of the country improved in value. In 
the last two or three years there has been an 
increasing tendency for foreign firms of world- 
wide repute to establish new industries in 
India. Usually half the capital employed is 
Indian. These joint enterprises already cover 
a wide range of manufactures, and the develop- 
ment constitutes a useful addition to India’s 
capital resources and industrial capacity. 


PAKISTAN. Tension between India and 
Pakistan, which was acute in the middle of 
the year, has now relaxed. On the economic 
side there has been a good deal of labour 
unrest in Karachi, but generally speaking it 
has been a prosperous year. Progress is being 
made in the programme for the industrial 
development of the country. 


There can no longer be any doubt as to the 
seriousness of the situation in Malaya, and one 
can only hope that the new High Commissioner 
will succeed in suppressing the guerrilla move- 
ment. Immediate prospects for tin seem 
reasonably good. There is anxiety in Malaya 
as to the future trend of rubber prices. It 
would be disastrous if rubber prices were 
allowed to fall to an uneconomic level and it 1s 
to be hoped that measures will be concerted 
in good time by the American and British 
Governments to prevent this happening. 
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-ROYAL BANK OF SCOTLAND 





RECORD DEPOSITS 





COUNTRY’S ECONOMIC PROBLEMS 





STRAIN OF REARMAMENT PROGRAMME 





THE DUKE OF BUCCLEUCH’S SPEECH 





of the Royal Bank of Scotland was held 


To: annual general Court of Proprietors 
in Edinburgh on March 12. 


In the unavoidable absence of His Grace 
The Duke of Buccleuch and Queensberry, 
K.T., P.C., G.C.V.O., governor of the Bank, his 
speech was read by Mr. Kenneth Murray, 
chairman of the Court of Directors. It was 
as follows :— 


Before dealing with the ordinary business 
of the meeting, I have to refer with deep regret 
to the loss which we have sustained through 
the death of Sir James Lithgow, Baronet, 
G.B.E., who had been an_ extra-ordinary 
director of the Bank since 1939, and one of the 
leading personalities in the industrial life of 
the West of Scotland. On the other hand, I 
have pleasure in referring to the appointment 
of two additional ordinary directors, Mr. 
Thomas Gordon Waterlow, C.B.E., and Mr. 
David Fortune Landale. We welcome them as 
colleagues, and we feel sure that their qualifica- 
tions and experience will prove of much value 
in the deliberations of the Board; they hold 
office till this Court but are eligible for re- 
election. 


I assume it will be your pleasure that the 
annual report of the bank, and our balance-sheet 
and profit and loss account and those of Glyn, 
Mills and Co. and Williams Deacon’s Bank, 
Ltd., which have been circulated, shall be taken 
as read, but in compliance with statutory re- 
quirements the auditors’ report falls to be read 
at this meeting, and I now call upon the 
Secretary to do so, after which it is open to 
inspection by any proprietor. 


The Secretary (Mr. Alexander Anderson) 
then read the auditors’ report. 


DEPOSITS AND OTHER LIABILITIES 


The Governor’s speech continued:—Re- 
ferring first to the balance-sheet, it will be 
observed that the tendency of our figures has 
again been upwards. Deposits and other 
accounts at /£135,000,000—a fresh record— 
show an increase of £4,000,000 as compared 
with last year, and notes in circulation at 
{9,160,000 are slightly higher. The total of 
acceptances and other obligations shows an 
imcrease of nearly 43,000,000, and, as this item 


mainly arises out of the assistance we give to 
the country’s foreign trade, the increase is one 
which gives us special pleasure. 

Our capital remains unchanged at £4,250,000, 
but the reserve fund, by the addition of 
£103,416 from profits, as I shall refer to later, 
is £4,877,216. 


LIOUID ASSETS AND INVESTMENTS 


On the assets side of our balance-sheet, it 
will be seen that our total assets now amount 
to £166,000,000. The figures under the various 
headings provide ample evidence that the 
highly liquid position of the Bank is being 
fully maintained. Cash in hand and balances 
with the Bank of England and other London 
bankers, along with money at call and short 
notice, amount to over £34,000,000. 


The high figure of our bill portfolio last year 
has on this occasion been exceeded, and the 
proportion of commercial bills is still further 
increased. The /1,000,000 of Treasury De- 
posit Receipts outstanding at October has 
since been repaid to us. 


The total of our quoted investments shows a 
slight reduction on the year and, as always, 
they are valued in the balance-sheet at or under 
market prices ruling on the date of our balance. 
In the conditions then and still prevailing, it 
is no secret that banks have had to make 
adjustments in values by drawing on inner 
reserves created to meet such conditions, and 
we have not escaped- from this need, but the 
funds in question are much more than adequate 
to meet the call thus made upon them. We are 
fortunate in that a large proportion of our 
British Government securities consists of short 
and medium dated stocks. 


Advances to customers show a larger move- 
ment than usual, having increased by over 
£6,000,000. The increase is well spread over 
agriculture, trade and commerce, and is mainly 
due to the larger amount of working capital 
made necessary by the higher level of prices. 
The other items on the assets side do not 
appear to call for comment. 


PROFITS AND APPROPRIATIONS 


Turning now to the profit and loss account, 
our year’s profit at £602,728 shows a decrease: 
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of some {£16,000 but, considering the higher 
level of charges and the increased burden ot 
taxation, the directors consider this a satis- 
factory result. Following our usual practice, 
full provision has been made for contingencies 
and all bad and doubtful debts. 

Two interim dividends having been paid 
at midsummer and Christmas respectively, 
amounting together to 17 per cent. per annum, 
the directors do not recommend any further 
dividend for the year. The allocations pro- 
posed for property maintenance reserve and 
the staff pension and widows’ funds are similar 
to those of last vear. A balance of £103,416 
has been added to our reserve fund, raising tt, 
as I have already mentioned, to £4,877,210. 

The Three Banks Group—The Accounts o! 
the other two members of the Three Banks 
Group, namely, our associated banks, Glyn, 
Mills and Co., and Williams Deacon's Bank, 
Ltd., have already been submitted to their 
veneral meetings and duly approved. I am 
pleased to report that the businesses of these 
two institutions also continue to develop along 
sound and satisfactory lines. 

THE ECONOMIC SITUATION 

rhe particulars which [ have given con- 
cerning ourselves are of importance to our 
customers, our stockholders, our statf and to 
the community at large, but, satisfactory as we 
may regard them, their real and ultimate value 
rests on the general economic structure of 
which we form a part. Our future, and, in- 
deed, the future of all, rests on the strength and 
security of the nation as a whole. We must all 
be conscious of the fact that only yesterday 
the Chancellor of the Exchequer introduced his 
Budget and, as my remarks have necessarily 
had to be circulated in advance, [| am, to my 
regret, denied the opportunity of referring to 
the measures which the Government have felt 
themselves forced to regard as essential to our 
economic well-being. There will be varying 
views on the adequacy and, it may be, fairness 
of the steps which are to be taken to combat 
and overcome the difficulties which beset us, 
but, whatever the differences of opinion which 
may emerge, all must agree that the dangers 
inherent in the present economic situation of 
the country call for definite and drastic action. 

It is, I know, customary to acclaim in- 
creased productivity as a major contribution 
towards solving the problems which confront 
us, but one is at times forced to ponder the 
extent to which this simple truth has im- 
pressed itself on the minds of the people. On 
the surface of things, many aspects of our 
everyday life still do not reveal the underlying 
strain, but in the end a nation, no difterent from 
the individual in a matter of this kind, will 
assuredly go down if it fails to pay its way. 


TAXATION: THE HUMAN ELEMENT 

It is more than unfortunate that in our 
present struggle to maintain an adequate ex- 
port trade we should have to bear the burden 
of rearmament, but our need for defence is 
one which cannot be denied. The strain which 
our rearmament programme imposes on the 


standard of living is obvious. Capital and 
labour, which otherwise would be utilised ip 
adding to the real wealth of the nation, are 
diverted into channels which, in a material 
sense, are unproductive; but social security in 
these days without the means and ability to 
defend the system which supports it would be 
nothing other than a delusion. 


This strain on the balance of payments 
position must be faced, and it is only by our 
own efforts that the disequilibrium which it 
aggravates can be adjusted. There is no other 
way. It is the case that our problems of today 
are largely of an economic nature, and yet one 
is at times forced to consider whether or not 
sufficient heed has been given to the important 
part which the human element must necessarily 
play in their solution. High taxation in these 
days is regarded as inevitable but, when 
administered to an extent which causes it to be 
regarded as penal, it is bound to have a de- 
pressing effect on output. 

The call for increased productivity will 
sound a more popular and alluring note if the 
need for some forms of incentives is not for- 
gotten. To combat the growing evil of in- 
lation, the disciplinary effect of a restriction of 
credit and purchasing power is readily ap- 
preciated, but more important than all else is 
the urgency to ensure that nothing is done to 
impede the production of essential com- 
modities to the fullest possible extent and at 
all levels. 

VIRTUES OF SAVING 

At a time when our export trade is all- 
important, and the amount of goods for home 
consumption is being reduced, the virtues of 
saving become more than ever apparent. 
Saving in itself has a beneficial effect on the 
currency in these days and, in return, nothing 
will encourage saving more than the main- 
tenance and improvement of the external and 
internal value of the pound sterling. Simply 
stated, it can be said that, in our modern 
system, our material welfare largely rests on 
the- value of the unit against which our prices 
are measured. Schemes of rationing and re- 
straint do restrict the free use of money, but, 
nevertheless, to industry and to the individual 
alike, the burden of rising prices is one of our 
most serious problems. 

The current high level of prices is, of course, 
due to many different causes—some of them 
quite beyond our control—and there is no 
simple remedy. But the situation is one which 
calls for the most serious thought and attention 
on the part of those in authority and the 
support of all our people. The pound sterling 
can look back on a glorious history. Today, if 
not so strong as it used to be, it has, when 
compared with many other currencies, stood 
up well to the strains and stresses of two world 
wars and, if those now in authority can by their 
actions maintain and improve its value, they 
will indeed have made a solid contribution 
towards our economic recovery. 


SCOTTISH AFFAIRS 
Under conditions which, in their impact, are 
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ROYAL BANK OF SCOTLAND MEETING (concluded) 


of world-wide significance, the industrial and 
commercial activities of any one country are 
largely subject to influences which affect the 
whole and while one would not wish to view 
Scottish affairs in any spirit of isolation, there 
are certain features of the trade and industry 
of Scotland which are deserving of comment. 
The shipbuilding and steel industries have on 
hand work which will keep them busy for a 
long time, but output has, unfortunately, been 
restricted by the scarcity of raw materials. 
The production of coal in 195! was only 
slightly in excess of that for the preceding 
twelve months, and all will hope that the out- 
put for the current year will show further im- 
provement. The coal industry has for long had 
its own particular problems, but it is more 
vital than ever to our existence as a nation, 
and everything possible must be done to 
establish those conditions which will make for 
increased production. 

The year has been difficult for the textile 
industries and, in particular, the wide fluctua- 
tions in the price of wool have been the cause of 
much concern to those dealing with this com- 
modity. The Scotch whisky industry, it is 
pleasing to record, continues to play its im- 
portant part in the export trade, and has still 
further enhanced the enviable record which it 
holds as the industry which contributes more 
than any other to the dollar earnings of the 
nation. Agriculture, on the whole, has had a 
dificult year, and the needs of this industry— 


ee 


as vital as any in our programme of defence 
merit the fullest consideration and support. 

The industries I have so far referred to are 
among those which have been long established 
within our borders, but there exists in Scotland 
today a strong desire to widen the scope of her 
industrial development and much has already 
been achieved in this direction. The petroleum 
chemical industry is showing signs of rapid 
growth. Production has now commenced at 
Grangemouth, and it is likely that, as a result 
of these activities, other new industries will in 
time be established. 

TRIBUTE TO THE STAFF 

It is once more my pleasure to pay tribute 
to the loyal and efficient manner in which the 
business of the Bank has been conducted during 
the past year, and to express on behalf of the 
directors their sincere appreciation of the 
valued services rendered by Mr. Thomson the 
general manager, the assistant general manager, 
and the officials and staff at head office, London 
City and West End Offices, Glasgow, Dundee, 
Aberdeen and all the other branches. 

APPROVAL OF ACCOUNTS 

I now beg to propose that the report, con- 
taining a statement of the accounts and 
balance-sheets, be approved. 

The report was approved, and the governor, 
deputy-governor, extra-ordinary directors and 
the retiring ordinary directors were re-elected. 








ASSETS 

Cash and Balance with S.A. 
Reserve Bank seal .  £4,307,395 

National Finance Corporation 
of S.A. Deposit Account. . 1,000,000 
Union Government Stock 4,651,443 
Other Investments .. ‘ 861,760 

Overdrafts and Discounts less 
provisions .. 16,342,148 
Bank Premises and Equipment 1,293,551 
Other Assets . , 1,173,328 
£29,629,625 





HEAD OFFICE: 


LONDON AGENTS: 
Lioyps BANK LIMITED 
6, EASTCHEAP, 
LONDON, E.C.3 








STATEMENT OF CONDITION 
as at 3lst December, 1951 


VOLKSKAS LIMITED 


(Registered Commercial Bank) 
PRETORIA, SOUTH AFRICA 





LIABILITIES 
Deposits a £26,310,701 
General Reserve i Pn 300,000 
Notes in Circulation. . 43,485 
Other Liabilities 1,175,439 

Share Capital: 

Authorised.. £2,500,000 

Issued 1,800,000 
Paid Up 1,800,000 
£29,629,625 





NEW YORK AGENTS: 
CHEMICAL BANK & TRUST Co., 
165, BROADWAY, 

NEW YORK, U.S.A. 
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factory in Australia *“= 
“The idea seems sensible to me, but it’s 
no good groping in the dark. Where can 
we get some facts ?”’ “ What about asking 
A.N.Z. Bank? Theyve got branches all 
over Australia and they've been there 
well over 100 years. They ought to know 
something ’’. Indzed we do—and we make 
our knowledge readily available. Our Overseas 


* ¢* * 





Department will send you two booklets which % 
will tell you just what you want to know at this | 
stage: “INDUSTRIAL AUSTRALIA? | 
— containing authoritative information op 7 
industrial resources, markets, labour and 7 
finance. “COMPANY FORMATION JIN 7 
AUSTRALIA” —a general guide to Company 7 
Law, with notes on current taxation. 


AUSTRALIA AND NEW ZEALAND BANK LIMITED] 


In which are merged 
THE BANK OF AUSTRALASIA LIMITED Established 1835 
THE UNION BANK OF AUSTRALIA LIMITED Established 1837 
71, CORNHILL, LONDON, E.C.3.- Telephone: AVEnue 1281 








Bank Leumi Le-Israel B.M. 


formerly 
The Anglo-Palestine Bank. 


* 


General Management: Tel-Aviv 


* 


33 Branches throughout Israel 


* 


New York Representation: 22 Pine Street, New York 


* 


London Office: 6 Gracechurch Street, E.C. 3 














